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foreword 


BY 

G. W. TYSON, c.i.e., M.L.A. (Central) 

Though I do not associate myself with all the 
conclusions he has drawn. Mr. Mitra s book on 
Post-urn Banking in India, to which he invites me 
to write a foreword, makes its appearance at a time 
when Indian banking is entering a new phase. During 
the war years there has been an enormous expansion 
of banking institutions in India-much of it good, 
some of it. of less obvious value. The, era of deve op¬ 
ulent and reconstruction to which India looks forward 
calls for an examination of present banking trends, 
and the new Rill which is now before the Cen ral 
Legislature is designed to regularise some ol the Un¬ 
desirable practices and anomalies that have come 
light in recent rears. In presenting the chief issue- 
i.„ a compact and readable form to the general reade,. 
Mr. Mitra has provided a valuable addition to the 
literature on the subject. He lias made out a case 
for legislation and related it to similar measure- wlm 
have been taken in' other countries. 

C,. W. Tyson. 


O 


Calcutta, 

13 - 5 - 46 . 




PREFACE 


The question of control of the business of banking 
has acquired considerable importance in this country 
during the last a few years since the issue was brought 
to a head by the active intervention of Reserve Bank 
of India in the direction of formulating and sponsor¬ 
ing a bill to institute proper legislation on the subject. 

I believe that this question of banking control, by 
legislation or otherwise, is a matter not simpl> <" 
topical interest, but one affecting the continue* 
growth ard development of the economic situation ot 
a country, in general, and banking in particular. 
I have tried, therefore, to present in this book an 
objective study of the problem of banking control and 
the close dependence of such control on the economu 
development and requirements of the country con¬ 


cerned. 

The book proposes firstly, to enter into the 
history of banking growth and ascertain the present 
stage of development, particularly, as affected by the 
influence of the Second Great War, secondly, to 
enquire into the measures of control adopted by various 
countries at different times to deal with their 
problems of the tanking business, thirdly, to examine 



( viii ) 


the adequacy of the bill fas now introduced in the 
Central Legislative Assembly) in relation to econo¬ 
mic and banking requirements of this country, and 
lastly to suggest the lines on which really helpiul 
legislation may be framed in consonance with the 
lines adopted in countries facing problem similar to 

those of India. 

I shall deem it a sufficient reward if the book 
proves of any use to the legislators, bankers, and the 
depositors whose wise and proper judgment will 
determine the future of Indian Banking. 

I owe a debt of gratitude to "Mr. G. W. Tyson, 
C.I.R., Editor, Capital, for the foreword he has kindly 
written for this book. 

I may add in conclusion that a few chapters con- 
tained in the book were previously published in the 
daily paper “ Nationalist ” in the form of articles 
contributed by myself. 


Calcutta, the Uth Max. 19-16. 


Author. 
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POST-WAR BANKING IN INDIA 

AND 

A CASE FOR LEGISLATION. 

PRELIMINARY 


In view of the growing difficulties of the develop¬ 
ing economy of the country it has been competently 
held necessary to undertake legislative and execut-ve 
control of various economic activities in India, lie 
question of instituting proper controls on the bus.ne 
of hankng as pursued in this country has also 
engaging attention for some time past. 

This hook proposes to undertake a survey of the 

banking conditions as now prevailing in tl ’' s C0U " ^ 
in the context of the economy as has develop d nee 
the middle of the last century, and also, m the g 
of the conditions as are found to have obta,ncc 
countries which were called upon to deal with 
problems similar to those which India is now 
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with in attempting to rehabilitate the banking 
structure of the country. 

The book will then proceed to examine the pro.- 

posal which now holds the field for legislative and 

administrative control of banks, and proposes, further, 

to set out a scheme for controls deemed to be best 

calculated to serve the true interests of the country’s 

• 

economy in general, and 'banking, in particular. 



CHAPTER I 


Introductory 


A study of the effects of war-time activities on 
Indian Banking emphasises the supreme necessity o 
a well-devised scheme of legislation to guide and 
control the business of banking as pursued in this 

country. 

Indian Banking to-day is faced with the same 
problems as encountered the Argentine in 193a when 
legislation to re-organise hanking was introduced »> 
that country. There is no " uniformity amongst the 
constituent units.” Some banks are “ foreign institu¬ 
tions” others are “local institutions concentrating 
mainly on the financing of agriculture and of extrac¬ 
tive and preparative industries.” There are un¬ 
desirable methods of attracting business. there 
“ no norm of banking conduct such as exists, for 
example, in England ” (Refer “ Commercial Banking 
Legislation and Control” by A. M. Allen & Others). 

Before we plunge into the picture of post-war 
banking in India it would, we believe facilitate a 
proper comprehension on our part if we obtain a view 
even if compressed, of the banking structure as it 
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evolved during the years preceding the outbreak of 
the Second world war, and if we are enabled to 

acquire an understanding of the business of banking. 

• 

Growth of Banking in England 

It is sometimes assumed that the business of Unk¬ 
ing has been imported into this country from the 
western world. This assumption is not supported by 
the facts of history. It should be admitted, however, 
that the growth of banking took rapid strides in 
England and several continental countries in the nine¬ 
teenth and twentieth centuries while India slumbered 
in this as in many other departments of human activi¬ 
ties. Banking seems to have the same ancient origins, 
and further, to have followed the same course of 
growth in this country as in other countres. The 
emergence of historical factors interrupted, however, 
the course of continued growth in India over long 
stretches of years during the last two centuries. 

W<. are told by some scholars that the English 
word * Pv.ik ’ derives its origin from the Italian word 
‘ Banc > ’ which means a bench. It is said that the 
jews in Lombardy Street used to carry on their busi¬ 
ness of money-lending and money-changing on benches 
; n the market place. It is also held by other scholars 
;hat when the Germans were masters of a considerable 
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part of Italy the German word ' banck ’ came to be 
Sed for the Italian word ' Monte ’ winch signifies a 
public Loan. The Bank of Venice was ongmatoH 

the management of a public loan. « " . j 

was in course of time itahan.sed into la o and 
loans both public and private, were called m Itahai 
language as 'banchi' though the Italian counterpart 

‘ monti was still found m use. . f 

These scholarly researches relate the origin 

banking to money-lending, money-changing, a 

before the rear 1640 (Refer MacLeod) when K i 
(diaries seized £1,30,000 in bullion deposited in th 

Tower* tty the city merchants. The mere bants took 
fright and abandoned their long-ac q u rred h a bit 

depositing bullion and com at Tow*. They 
transferred their confidence to goldsnuMis. 1 h S 
smiths lent out these deposits at profitable rates 

7” i ;r 

offering interest the depositor. Keccip * 
by the goldsmith for these deposits soon came to 
circulated in exchange in the same manner as corns. 
These receipts are regarded as the precursors of ban 
n dcT T ie goldsmiths, also, adopted the business of 

money-changing which was facilitated by - 

ledge of coins and made profitable b> the d.sturl.e 
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political conditions. The goldsmiths succeeded in 
making enormous fortunes as a result of carrying on 
these transactions. Sir Francis Child was a celebrity 
amongst these goldsmiths. These goldsmiths came to 
he looked up to for assistance in times of financial 
stringency of the State. It seems that transactions 
of the goldsmiths with the Government originated 
during the days of the Republic under Cromwell, but 
grew in frequency and volume during the reign of 
Charles 11 after Restoration. 

Insistent demands soon arose for the creation of 
banks on the models of those in Venice, Genoa, and 
Amsterdam, and also of many other types. It was 
claimed that the establishment of banks would help 
in lowering rates of interest, introducing a note- 
currency which was supposed to be of immense possi¬ 
bilities for economic development, and in providing a 
cheaper and respectable source of finance for the State. 
In the year 1694. through untiring efforts of William 
Paterson, an apparently unconnected act of legislation 
known as “ Tonnage Act ” authorised the creation of 
the fir .4 English Rank. “The Governor and Company 
of the Rank of England M which started its business 
with lending to the Government the whole of its paid- 
up capital. This bank, popularly known as Rank of 
England, functions as Central Rank in England and 
occupies a pre-eminent position. 
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It is interesting to note that the origins of earlier 
hanks in Venice, Genoa and Amster am are a 
associated with almost similar transacts ot loans 

Governments. , : t 

The growth of banking m England, m so fa t 

related to transactions with the public, «' as < ’°" | 

for a long time associated with the issue of notes 1 In- 

restrictions in the matter of note-issue imposed on 

banks, incorporated or formed with »« • 

persons in partnership, led to the growth of the cheq^ 

system as early as about the uai - . , 

passing of the Bank Charter Act of 1W4 English ba, k- 
1 came to be based on the cheque-system with the 
Central hank of the country (Bank of PnglaiK .-iono- 
polising the business of issue of notes. T c • 
line of business, however, continued, as duringI ■ 
days of goldsmiths, to he loaning out monies 
by way of deposits from customers. 

Bank Failures in England 

The history of English hanking, not^ unlike 

of Indian Banking, contains dismal stone, ^ 

trading, speculation, fraud, and l t;ii l ors 

tions. “ A numher of shopkeepers, c iemi=. ; 

and takers became bankers and floo, « j„ 

with worthless paper —so write - 
his “ History of the Bank of Engkm< . 
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Beginning with the South Sea Bubble in 1720 
England has also often been involved in frenzied acti¬ 
vities of speculation. Between tlhe years 1750 and 
1793 hanks in England outside London grew in 
number from 12 to 400. The years 1772, 1793, 1797, 
1810. 1812, 1814, and 1816 were years of disastrous 
failures and it has been calculated that during the 
years 1791 to 1818 about 1,000 banks came to grief. 
The Parliament was moved to pass into law in 1797 
an Act known as '* Restriction Act ” to deal with the 
situation. The years 1825 and 1836-39 were again 
plunged into crisis and led to the adoption of the Act 
of 1844. But periodical emergence of crises and 
continuance of doubtful practices of banking were not 
stopped. The years 1847, 1857, 1866. 1878 and 1890 
stand out as black vears of failures and disasters. 


Growth of Banking in India 

Indian Banking in its origin and course does not 
differ in t >sentials from English banking. Vedic 
scholars discover the existence of moi ey-lending busi¬ 
ness caib as 2.000 BE. T'he literature of the 
Buddhist peii-d eontams -uces Sresthis and 
their !<*uns to kings. '''!•< ’aws Mate indicate that 
even deposit-banking w •• ' ei, g pvac f i*cd m die second 
or third oen.tc. pan -a brndis or 
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12 th century. Money-changing developed ^ when 

profitable business during „ se in different 

various kinds of metallic mm y )en(lers combined 

parts of the country. 1' ; n the 17th and 

all the above classes ol bus.nes , g ldsmit hs of 

18 th centuries to be powerfu like tne8 Seths 

England, and came .0 he known as Jagat 

(World-bankers). however that India’s 

It was at this juncture, >" r ; dv(;|)t o( the 

destiny had lost its even ^ ^ of India's 

British rule interrupter o( assinli iation and 

history which had been 

evolution. , j t no t he hilly 

The needs of British trade a . 

served by the indigenous banke* language < A 

the foreign traders were ignorant oM£ £ 

the country and tfie the British 

acquainted with the ways " ^ a)s0 operated to 

trade. It is true that othe )en( , crs eve „ as the 
weaken the position of ie " " ■ shaken ' 

position of .he gold-hs ™ ^ was no trv- 
the 1694 Act. But in k overthrow of the 

plantation of foreign seet s . lg |and, the gold- 

.. 
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stock banks. In 1770 when England was on the road 
to the growth of modern banking and in¬ 
troduced the cheque system, India saw the birth 
of a new institution of finance known as Agency 
Houses. Such of the indigenous bankers as managed 
to survive could not establish any living contact 
with the new direction which banking took on the 
basis of (be requirements of the English foreign trade. 
These money-lenders and indigenous bankers conti¬ 
nued their old methods and confined themselves to 
finance of agriculture and internal trade in rural areas. 

Hindusthan Hank came into existence in 1770 
under the auspices of the Agency Houses. In 1806 
the first of the Presidency Banks was established as 
the Bank of Calcutta, and received its charter and was 
renamed as Bank of Bengal in 1809. It will be of 
interest to note that one of the restrictions imposed 
bv the charter was that the Bark’s rate of interest 
could not exceed 12 per cent. 

The Banks set up by the Agency Houses mostly 
disappeared after the crisis of the years 1829-33. The 
Banks subsequently brought into existence, though 
managed by Europeans, also came to grief about the 
vear I860. Following on the example of England 
Joint Stock banks were allowed to be established with 


limited Hal inly under an Act passed in the year 1860. 
\ larger number of hanks came into being hut failed 
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in the crisis following in .he wake of the America 
Civil war. The currency confusion during 

1873-93 did not encourage estabhshniei. of new^_ ^ 

During the period beg.nn.ng; heye ^ 

the end of the last century feu bank t 

At the end of the 19<h century tlw e »«e ^ 

K, U — and 

Had Bank Ltd., came Nati „ na , Bank 

European management. H J i, a ]u 

i • iuo_i inv throiuin tlie 

was started in 1K>+hugei) h : pXK> 

,. , • , » , mm,,. Swadeshi movement 

Harkishan Lai. I he &« of banking. 

stimulated the growth <>t J" ; , j n j. s with 

• it lOTVS-H the number ot i>«iuks 

During the veai* U 1 hcs incve a>ed from 

capital and reserves ot ovei Hj». - rcscrV cs of 

9 to 18 with a total paid-up capital - - 

Rs. 4 crores and depots totalling R ; - , ;l . 

Bank of India, Central Bank o Ind • • • (lli , 

and Bank of Mysore^ came tnlo existence ^ 

period, a he crisis 1 3 • sira)1) with 

the ruin of as many as 87 bank t k > ^ T bo 

a total paid-up capital o a mu . ^ Rri . llt war 

boom during the latter pa 
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again encouraged the establishment of banks and a 
crisis followed with about 373 banks going down 
during the years 1922-36. 

In 1842 when the Agency Houses were in 
doldrums the Oriental Banking Corporation with 
Royal Charter began operations in India. After a 
period of tussle between blast India Company and the 
British (iovernment regarding their respective rights 
to charter banks for operations in India several 
British banks were allowed to open offices in India 
and carry on the business of exchange and remittance. 
In course of time hanks established in several other 
countries also set up branches in India. These banks 
with Head offices outside India came to be known as 
Exchange Banks . The Exchange banks now engage 
all kinds of banking business though finance of foreign 
trade plays a large part. 

In 1921 the three Ihvsideiw banks were 
amalgamated and formed into Imp< rial Bank of India 
which now act* as agent to Reserve Bank of India. 
In 1"'4 an Act was passed to establish Reserve Bank 
of India to act as the Central Bank of be Country, 
an 1 a >y*tem of maintaining a >chedub- of K.nks with 
t '!-i‘;d md Reserves <>f 5 la«-% and over was introduced. 

i ■ u‘ tHiding teuton- of the growtli m Indian 
l’ 1 ' 1 ’ ' write m England every ciiange 

lenient Kinking, in India after 
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the year 1770 every change led to 

This comparatively recent ong 1 Indian 

elements of the Banking *** ™ no ‘ rm . which English 
Banking from attaining ^ this centur> . It 

Banking reached in nnderstood that banking 

should, however, cle , the old 

“ iS t n °\ n o'f the have parted or been 

constituent units of the sy ^ the fieM . 

diV the of Indian Banking as at the beginn¬ 

ing and end of the second great war are as re. pe 

shown on page 18. 

Scope of Banking Business 

. . f bankin" has undergone 

As the structure o « ® t | ie business 

changes over the tost Jwo centun ^ ^ and 

undertaken by banks has also ebang 

activities ‘n Amencan am requireI nents cu 

been proportionate to ^ apparently cons'.- 

the respective ®untr.e - rces and activities 

derable increase in Banking of a country 

of this country falls far shor o popnla- 

with an area of 1-8 million square miles an 

tion of about 40 crores. 
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The nature of banking business has further 
evolved in other countries in accordance with changing 
circumstances and requirements of their economy. 

In India, changes in theory and nature of business 
deemed to be appropriate for banks have frequently 
been influenced not by the requirements of the situa¬ 
tion but by interposition of foreign examples and 
consideration of extraneous factors. 

It would be instructive, however, to examine the 
outlines oi the nature of business as now considered to 
be proper for a bank. 

In 1918, in a judicial proceeding (between London 

Joint S(ock Hank Ltd., \ . Macmillan and Arthur) 

it was held that “ the relation between banker and 

customer is that of debtor and creditor, with a 

superadded obligation on the part of the banker to 

honour the customer's cheques, if the account is in 
credit.*’ 


The basis of banking business in England is 
considered, therefore, to be acceptance by banks of 
deposits subject to withdrawal by cheques and on 
demand. Until recently, deposits other than those* 
withdrawable on demand accounted for about fifty 
per cent, of total deposits with bank- in India. A 

ba>ic difference in the nature ,i business thus 
characterises Indian ll.ukim* 
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We have observed that a principal feature of the 
business carried on by goldsmiths consisted in grant¬ 
ing loans and advances. This feature of banking busi¬ 
ness continued in prominence for a long time, and, it 
was sometimes considered that the business of banking 
was really to finance trade and commerce by utilising 
deposits and credit built on the basis of deposits. 1 he 
evolution of banking in England and America has 
diminished the importance of this loan business which 
is now regarded as an auxiliary to the main business 
and classed with other incidental types of business, 
v j z ; _( a ) collection of bills and cheques, (b) pur¬ 
chases and sales of shares and securities, (c) collection 
of dividends and coupons, (d) making periodical and 
other payments on behalf of constituents, (<’) payment 
of customer’s acceptances, (/) issue of drafts, circulai 
notes and letters of credit, (y) conduct of foreign 
exchange business, (/») remittance of funds, (0 accep¬ 
tance of bills for customers, (y) undertaking the 
office of executor and trustee, (*) keeping of valuables 
and securities in custody, (/) acting as > agents, 
(m) managing issues of loans and other securities for 

governments, incorporated bodies, etc., (n) a(tm«, 

treasurer for local authorities, etc. 

In respect of these ancillary or auxiliary forms of 
business, also, Indian banking differs appreciably from 
English Banking. In 1939 Loans and advances made 
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by Indian banks worked out to about 45 to 50 per 
cent, of their deposits. Bill business was stimulated 
in England by the preponderance of foreign trade in 
their national economy, whereas India is possessed of 
a fairly self-sufficient economy, and inland trade there¬ 
fore continues to be a prominent feature. The financ¬ 
ing of inland trade is almost wholly monopolised by 
indigenous bankers who were not assimilated into the 
growth of joint stock banks. The other classes of 
business above detailed have not found sufficient time 
or scope for development in India. 

American banking, and English Banking to an 
increasing extent, have of recent years been relying 
on income from service charges, whereas Indian Bank¬ 
ing still continues to de|>end on earnings from interest 
on loans and advances. The income from investment 
in Government obligations is also an important source 
of revenue for banks in America and England. Indian 
banks have recently been adopting this source in an 
increasing degree. 

We trust the above discussions will enable us to 
follow the growth of Indian Banking and convince us 
that the disorganisation of the banking structure which 
took place in the middle of the Eighteenth century 
Ins not allowed Indian Banking sufficient time or 
opportunities for development into a recognisable 
" norm.” 
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It is interesting to note that though English 
hanking has evolved into a definite and workable 
pattern no legal definition of the term banking 1* 
yet been found acceptable in England. In the case 
of Saunders vs. Carbonneau (1910) Mr Justice Eve 
emphasised the desirability of a legal definition °f the 
term. A bill was sponsored in England in 1921 with 
a view to according a legal status to the business 

banking, but to no effect. 

Banking was, however, legally defined in India in 

the year 1936 as carrying on as principal bus " iei V t 
accepting of deposits of money on current accourt 
or otherwise, subject to withdrawal by cheque, .haf . 
or order” (Ref. Sec. 277-F of Indian Companies.Act 
A bill introduced in Legislative Assembly in Maiciu 
1946, proposes to define banking as accep mg > - 
subject to withdrawal on demand. Though Ins t hm 
tion affects only companies registrar un c , - t j on 
Companies Act, it is yet to he proved if ** defi ^ 

is not too restrictive at the pr ‘ . ; s ; nc 

moreover, be interesting to know if companic ^ 
monies toy way of loans repayable on dema.u, ' 
come within the purview of this., definition Kba. 

been judicially pronounced that a C P° 1 , ? 

by a bank is nothing more and nothing less tnan 

“ Ixian ” granted to it by a creditor. 
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* The number relates to hanks with Capital and reserves of Rs, 1 lac 
and over. 

f This figure is an estimate and covers all non-scheduled hanks. The 
corresponding estimate for the year 1939 may be put at about 1,00 branches. 



CHAPTER 11 


Influence of War on Indian Economy 

The War that has just ended lias shaken the 
world out of its shape and not the least, in its econo¬ 
mic sector. . 

• Capitalism and Socialism have lost their distinc¬ 
tive accents. Contractual relationships have bee 
terminated and replaced, on a wide field, by statutory 
regulations. Economic activity has ceased to be a 
private enterprise to he pursued in the manner deter 
mined by individual prudence, resources, or luck 
Internal trade is heavily hedged in by control orders 
affecting production, distribution, and consumption. 
External trade faces additional barricades m the form 
of export licence, import licence, shipping space and 
exchange allotment. Control of prices, determ.nat.o 
of profit-ratio, and imposition of steepening scale 
direct taxation have sought to set. limits to the g ro ' 
and accumulation of savings. Investment is contro . 
l>y restrictions on Capital issues, scarcity of produce, 
-goods, and licensing of manufacturers. 

, , These controls have of course been devised and 
■enforced not to serve the requirements of a deflations^ 
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economy, nor to strengthen a planned economy; but 
to ensure steady and adequate supplies of war 
materials and to provide for the needs of the armed 
forces and the maintenance of civilian morale. 

The controls have operated, therefore, not to 
eliminate surplus acquisitions but to divert distribu¬ 
tion of acquisitions otherwise than through normal 
trade channels. 

This war-time process of transmutation has not 
left India unaffected. She has been subjected to the 
process of regimentation of economic forces in a 
manner and to a'degree which would be considered 
revolutionary in pre-war days of peace economy. The 
normal channels of Indian trade and the inter-rela¬ 
tionship between the various constituent elements of 
the economic machinery have lost their pre-war 
courses. New forces are at work which involve care¬ 
ful adjustment of the entire economic set-up of the 
country. 

It may not. he out of place, here, to consider the 
essential differences between a war economy and a 
planned economy. Under a war economy increasing 
production is brought about under a system of credits 
based on fiduciary issues without the backing of any 
material value in the form of additions to the nation’s 
wealth. The increased production disappears in the 
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process of current consumption made in course of the 
undertaking of the warfare. But the enlargement o 
currency produced by the mounting credit does not 
disappear with the disappearance of the production. 
A planned economy, on the other hand, creates a 
continuing stream of additions to the nation s wealUv 
Here, also, increasing production is set in motion by 
the employment of the instrument of credit. But, n 
this case, credit is based not on the fiduciary capacity 
of the State hut on tangible material assets, and 
credit is so devised that it liquidates itself with the 
use. deterioration, or destruction of these assets he 
inescapable legacy of a war carried on a structure of 
credit is, therefore, enlarged purchasing po 
supported by a corresponding volume of purchasable 
goods-a phase which is technically known as inflation. 

Currency Inflation and Post-War Banking 

It is true that the weight and volume of inflation 
have been considerably lessened by various measures 
adopted by the State in the direction of encoumgmg 
investment in Defence Bonds. Savings Certificate . 
etc.; by mopping up purchasing power through h„ 
levels of direct taxation : and introducing other 
methods of immobilising surplus purchasi U 
But. the fact remains that in the wake of a relentless 
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pursuit of war-economy the volume of currency in the 
form of notes in circulation has increased, in India, 
from as low a figure as rupees 172 crores 37 lacs on 
1st September, 1939. to Rupees 1.219 crores 18 lacs 
as on 8th March. 1946. This currency spiral is backed 
hv specie amounting to not more than four per cent, 
by Government of India obligations to the extent of 
about 5 per cent, and sterling credits held by Reserve 
Rank of India to the vast extent of about 91 per cent. 
It will thus appear that the picture of Indian currency 
as presented by the above figures fits in closely with 
the trends of war economy described in the foregoing 
]>aragraphs. 

Indian economy as developed by the forces 
operating in furtherance of a war economy does not 
differ from that of other belligerent countries so far 
as the expansion of currency is concerned. But the 
similarity does not go much further. 

The chief differences may be enumerated as 
below :— 

(</) The fiduciary hacking of Indian currency 
consists largely in credit extended to a foreign 
country (England) which depends for its satisfactory 
liquidation on the debtor country's capacity to make 
exports to our country in excess of the amount of 
exports necessary to meet her imports from our 
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country and our capacity to absorb such exports 
from the debtor country without detriment to the 

'Phi's rredit has been popularly 
internal economy. A Ins ueuu r 1 . 

know as sterling assets. (b) the money 

other countries is properly organised m different 

sections. The supply of capital for lon S' € ™ . e 
of business is facilitated by underwriters and s 
houses ; and current needs are attended to by banks 
hv oroviding accommodation mostly a^ain. 
liquidating assets, and by discount houses by purchasnng 

bills arising in course of transactions of trade. U 
Indian Money market is in process oi growtlu ^ 

different operations involved are not } j • . 

tinguished The functions of different mstitut,oils 
respect of these operations are not also separated by 

recognisable demarcations. 

The bearing of these developments on the 

requires delicate and yet firm handling Indian Bm 
in has, in a full and fair measure, participated m t - 
results Of the expanding currency. The depo 

funds of scheduled banks have undergone an exc tiug 

rise from a total of Rupees 236 crores 60 bus ^ 
1st September 1939. to, a^tota, of Rupees 

l, dided Inks ‘have ' also registerec. « " 

similarly sharp rise-the total figure having risen from 
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16 crores 74 lacs on 31. 12.40 to about 56 crores 41 
lacs as on 30. 3. 45. 

The constituent elements of these liabilities and 
also of the assets supporting the liabilities have moved 
more in line with the conditions prevailing in other 
advanced countries. The percentage of demand liabili¬ 
ties to total liabilities has increased in the case of 
scheduled banks from about 57 per cent, to about 72 
per cent, and in the case of non-scheduled banks from 
about 32 per cent, to about 40 per cent. The incidence 
of loans and advances in the port-folio of assets of 
scheduled banks decreased from about 45 per cent, to 
about 26 per cent, in the middle of 1942, and is now 
ranging between 30 per cent, and 35 per cent. During 
the hectic days of the emergence of Japan into war 
cash held by scheduled Banks leapt up to about 21 per 
cent of total liabilities. This item has since receded 
•back to the prewar average of between 12 and 15 
per cents. These reshufflings of items in the port-folios 
of assets have led to a great increase in the volume 
of Government securities held bv scheduled banks, in 
particular, and banks in general. 

It is now common knowledge that the currency 
in a country is not represented by notes and coins 
alone but also includes cheques operating on bank 
deposits. Indian currency contains, therefore, ex¬ 
plosive elements in its both aspects of notes and 
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deposit. The forme,- may he £ 

efficient handling of sterling ass from 

any considerable draining of ^ deliberate 

absence of wise guidance of the existing 

controls imposed on trade and industry 

Need for Caution 

We have described above how the —" 
of business have been brought under control and 
on the other hand, Indian business is P ^ H j 
with any effective machinery tor the 

capital. The situa ion ^ o{ fiance and public 
wisdom and resources o disrupted 

by the happening of an,^ consunR . r s' goods 
namely, (1) import of ods in discharge 

and inefficient or out-of-ca e P r on doubtful ventures 
of sterling credits, (21 em ar mg accumu|atcd saving- 

byindividuals depending o Gov( obligation’ 

in the form of bank , banks in the 

(3) financing of doubtful ventures y ^ dqwsjb 

flush of possession of enoi mous y bv banks 

ar.d (4) large-scale financing of bus.^ ^ ^ 

without having proper rega withdrawal on 

deposits are now, in the mam. liable 

demand. , 




/* / S) 
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It is not necessary for our purpose to examine in 
detail the manner in which the happening of the above 
events may work adversely to the detriment of Indian 
economy. But the recognition of this possibility 
brings us to the question of the future of Indian 
Banking. 


CHAPTER HI 

Sterling Assets 


into clear relief the cross-road* 

ing stands to-dav. brought about 

Liquidation of sterling ^ genuine 

by imports, whether o ^ ^ present backing 
value, will result m a re ^ ^ savjngs whe ther 

of the notc-currenc}. - * ,:n a i s0 lead 

for productive or unproductive ^ 

to withdrawal of deposits «> Securities 

ponding diminution in volume* ^ ^ ^ 

held by banks. lu " . repercussions on the 

faces a crisis threatening serious rtpercu 

entire economy. sterliue assets and 

But a wise »t. ~ of Jhe fa „ off 

internal savings need Notes an d deposits, 

in the volume of • . rPf i;t of the Govern- 

instead of being supported by nilltain at. and 

ments in India and Kn glan<h -n — basis 
even, extend beyond f e.r ^ ^ producti ve 
of sound business as.eis 
activities will help to create. 
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The frenzied activities of the war-period have 
brought about little or no effective addition to the 
fixed capital or circulating capital of the country in the 
shape of tangible assets. Industrial plant and 
machinery worn out by constant and heavy use require 
to be reconditioned. New industrial techniques 
introduced by scientific developments call for replace¬ 
ments of the existing plant. 

The sterling assets may be utilised to acquire 
imports of either necessary factors of production or 
unworthy articles of consumption. Similarly, deposit 
or note currency may, on the one hand, be drained for 
purposeless consumption or sunk in unsound produc¬ 
tion, and on the other hand, be mobilised to further 
productive activities of enduring value. 

Need for Banking Legislation 

The increasing influence of officialdom on the play 
of economic forces and an absence of organised money 
market, as outlined in the previous chapter, heighten 
the danger of misdirection and mis-judgment in the 
impending crisis. 

Indian hanking in the present economic organisa¬ 
tion of the country cannot, therefore, divorce itself 
• itirclv from activities associated with financing and 
ire.ling productive agencies. 
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But an uncontrolled trend Awards ‘mixed- 
banking ’ is fraught with dangers worse than the 

Hkpase sought to be remedied. 

It is, therefore, a matter of impelling urgency ^ 
nroner legislation should be undertaken to control 
banking hi'India so that, left to its ^djsdom. 
hanking may not grow or function in a >r 
ful to the ultimate economic interests of he coi nto 
Introduction of legislation designed to contr 
banking will not, also, be out of tune with the economic 

machinery of controls set up during te » 

Fven if we assume that these controls will be t« 
after the cessation of hostilities is officially rec 0 ^ ' 
a case for legislation for banks does not become 

weakened, Offie removal of present «««“ j 
though eliminating inefficient and 
interference, will leave a vacuum m the 

structure. A resumption of activities )’ 
agencies cannot he brought about without strain 

the economic nerves of the country. 

A system of controls, framed to guide, vum, a 

protect banking, and administered by the apex *"■ 
of the country is thus an imperative nece .1 
It cannot, however, be over-emphasised 

sound banking legislation should ? . C °" eil ] iinc e. 

administered not with a view to exercising 

but with a view to extending protective guidance. 
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An appropriate statement of objects and reasons 
for such a legislation should contain only three chapters 
sub-headed ' guidance ’ ‘ Warning ’ and 1 Protection.’ 

Principles of Legislation 

These three cardinal principles of banking legisla¬ 
tion, namely guidance, warning and protection, can 
l>e properly worked out in an endeavour to re-fashion 
and remodel the existing structure of banking and 
not in an overzealous attempt to erect a new structure 
on the ruins of the existing one. 

We shall require to guard ourselves against facile 
application of any formula evolved in course of bank¬ 
ing growth in England, or arty other country, for the 
matter of that. We should derive lessons from the 
apparently ' conflicting lines of development which 
English banking and American banking have respec- 
tivelv taken. On the one hand, we note that English 
banking has been considerably benefited by the large- 
scale operations of amalgamation undertaken in the 
first-quarter of this century and the consequent 
development of the branch-banking system. On the 
other hand, we observe that American system of 
* unitary banking' has developed strength and 
resources of inspiring magnitude. ' . 
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We shall attempt below a short study of the law 
and practice of banking control in its different aspects 
as prevailing in different countries so that we may 
obtain a fair comprehension of the problem facing us m 
formulating proper hanking legislation for the conu ry 

As early as in the year 1824 Sweden adopted 
legislation intended to control banks. But no legis a- 
tion controlling the activities of hanks, as such, was 
contemplated in any other country in the years prior to 
the year 1844 when the English Joint Stock Bank Act, 
1844 was placed on the statute. It is worthy of note 
that though England thought of specialised banking 
legislation as far back as in the year 844 she n, w 
stands as almost the only country w lcre 
minimum of legal control of banking and such eont.o 
as exists, is embodied almost entirely in the common 
code relating to all companies. America. Canada 
and Japan first undertook banking legislations m \ 
years 1863, 1871, and 1872 respectively. Lite > _ 

1914-18 hastened quick developments in otl.u 
countries. But it is during the thirties of tins centur 
that large-scale hanking legislation has been introduced 
in almost all the important countries. 

■ Legislation has dealt with and practice has be¬ 
come crystallised in respect of the following ma 
generally, viz :— 
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(a) Capital 

Legislations in Canada and American countries 
provide for double, and in some cases, triple liability 
of share-holders. Most countries have legislated for 
minimum capital requirements. In America and 
Japan these requirements are also related to the size 
of population of the locality in which the Banking 
offices are situated. In Switzerland, on the other 
hand, the capital of a bank is required to be a fixed 
percentage of its liabilities. 

( b ) Cash and Liquid Assets 

The avowed purpose of cash reserve is liquidity. 
Some countries look to balances with the Central 
Banks of the countries to secure this liquidity. 
America and India are outstanding examples in this 
respect. Other countries, like Canada, regard both 
currency-notes and balances with Central Bank as 
sufficient for the purpose. Still other countries, like 
Germany, Switzerland, and Sweden accept “readily 
realisable ” or “ easily mobilisable ” assets other than 
cash as liquid items. 

Some countries require liquid items to constitute 
a definite percentage of total liabilities while other 
countries prescribe different percentages for demand 
and time liabilities. Again, Switzerland and Sweden re¬ 
quire reserves only against demand liabilities. 



A CASE FOR LEGISLATION 


33 


( c ) Restrictions on Assets. 

Rigid regulation concerning assets is regarded by 
many countries as making for undesirable inflexibility. 
But Germany, Switzerland, and to a considerable 
extent, America have adopted elaborate rules govern¬ 
ing loans and advances made and assets acquired by 
banks. 

Almost all countries, however, view with dis¬ 
favour investment in or against immoveable property 
to any large extent. In Sweden there is a general 
statutory prohibition of unsecured loans. America has 
imposed restrictions on amounts of loans made against 
shares and bonds by banks, and further, requires pies 
cribed margins to be maintained in the value of 

securities. 

(</) Mixed-banking. 

Banks in almost all countries, in their early 
periods of growth, have engaged in operations know 
as mixed banking. But in recent years these °P cr< 
tions have been discouraged and banned ,n m ° s 
countries. In Denmark, however, law speciflca > 
permits banks to co-operate in the establislunen 
promotion of trading undertakings. 

( e) Rates of interests. 

Interest on deposits used to be allowed 
interest on loans charged at high rates in men 

3 
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till before the thirties of this century. This country 
and Switzerland have now brought under control rates 
of interest on deposits, and Germany controls interest 
on both deposits and loans. Canada, on the other 
hand, controls only interest on loans, but permits as 
high a rate as 7 per cent. 

(j) Management. 

Regulations regarding qualifications and liabilities 
of Directors and Managers are now found to prevail 
in almost all countries. America and Japan, however, 
go so far as to empower the authorities to remove 
officers and Directors from their respective offices. 
Law in this respect is, however, very liberally framed 
in England. 

(</) Branches and expansion. 

Over-banking has been found in many countries to 
be associated with movements for amalgamation and 
branch-banking. England and Canada, however, still 
believe in branch-banking, whereas, America puts a 
heavy hand on opening of branches. 

(h) Protect inn. 

Arrangements have been made in many countries 
to take over from banks and mobilise frozen assets. 
America has introduced a scheme for insurance of 
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deposits with Banks. Canada specially protects the 
interest of banks in goods, wares, and merchandise 
which may be charged as security against loans made 
by banks. 

( i) Machinery of Control. 

Machineries have been created in many countries 
to control and inspect banks. In 1* inland, Norway, 
Sweden, and Denmark this machinery is more or less 
a part of the Governmental administration of the 
country. In Switzerland control is exercised by a 
commission consisting of five members appointed by 
the Federal Council. In Argentina and America the 
Central Bank of the country functions as the main 
controlling authority. 

These machineries arc principally concerned with 
ensuring proper observance of law relating to banks, 
receiving periodical returns and statements from 
•individual banks, issuing licence to a new bank, 
controlling bank-amalgamations, supervising and 
controlling bank-auditors. In Norway there is the 
power to summon Board meetings. In America there 
is the duty to assess the value of assets belonging to 

Banks. 

The above outlines of practices of banking as 
followed or codified in different countries will show 
that law and practice differ from country to country. 
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A more elaborate study of 'banking as practised over 
the last two centuries will also bring out the salient 
fact that some practices of banking, while found to 
suit and even to help healthy pursuit of banking at an 
early stage of its growth in a country, have proved 
to be unsuitable to and even harmful for proper growth 
at a later stage in the same country. 

It is therefore of paramount importance that any 
legislation that may he envisaged for control and direc¬ 
tion of Indian Ranking should take into account not 
only the features of legislations in other countries, but 
also the stage of banking growth and economic develop¬ 
ment in this country. 

And, above all, any such proper legislation must 
be guided by the well-tested principles of ‘ guidance * 
1 warning ' and ‘ protection.’ 

It is in the scales of these principles that the 
merits of any proposed banking legislation for India 
will have to be weighed. 



CHAPTER IV 


A Bill for Control of Banking 

la late twenties and early thirties a conscious 
and deliberate movement for legal contro of b nU t 
operations was sweeping over the continental o mines 
J Europe. India followed in the wake and set up 
the year 1929 various Provincial Committees trnd 

Central Conunittee of Enquiry to enqu.re mto bank 

ing conditions of India. The Indian Banking Enqu ry 
Committee went into the question of the advisabll.t) 
of instituting legislation for control of Indian Ban 
hig and recommended in favour of promuIgaBon of^ 
snecial Bank Act embodying necessary I 
governing hanking institutions. The committee sounde 
however, a note of caution against e r eturn 
dealing with matters which had best be left to the 
discretion and sense of responsibility of the < i 
and the management." 

Many of the suggestions contained in this »m- 

mitee’s report found shape in part XA o ,e 
companies Act introduced in 1936 by an elaborate 

amending legislation. These provisions engaged 
attention of Reserve Bank of India soon after the 
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Bank came into existence in 1935 and were considered 
to be falling short of the needs of the situation. 

Reserve Bank drafted a set of proposals for an 
Indian Bank Act, and the Govt, of India put these 
proposals into circulation in 1940 and invited public 
opinion thereon. An intensification of war activities 
resulted, however, in a postponement of further 
consideration of these proposals till in Nov. 1944' a 
Bill on the subject of law relating to Banking com¬ 
panies was introduced in the Central Legislative 
Assembly. The bill was referred to a select committee, 
but owing to dissolution of the Assembly, lapsed before 
the committee could meet. 

A new bill to consolidate and amend the law 
relating to Banking companies has now been brought 
up before the Central Legislative Assembly. 

The necessity and urgency of legislation to control 
banking activities in India cannot be over-emphasised. 

1 lie sufficiency and appropriateness of the proposed 
legislation will, however, have to be determined in the 
light of considerations on which the previous chapter 
lias dwelt at length. 

o 

It appears that the bill represents a sincere and 
honest effort in the direction of controlling and direct¬ 
ing banking companies on sound and healthy lines. 

But a serious misconception of the premises on 
which to build seems to have affected the formulation 
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of the measure in its detailed provisions. The bill 
seems to proceed on the untenable assumption that the 
growth of banking has reached a culminating point 
where all that is required is consolidation and weeding 
out of unhealthy units. The bill seems to loose sight 
of the fact that the “considerable development m 
banking that has taken place has not materially changed 
the situation of the country as portrayed at the first 
Industrial conference in the year 1890. The contrast 
as presented by “ the hoards of unused capital 
commanded by several big banks and “ the poverty of 
the resources of the classes engaged in the production 
of wealth ” still persists. It further appears that the 
entire bill has been conceived in the spirit of 
surveillance rather than that of guidance and warning. 

An Examination of the Bill 

A detailed examination of the provisions of the 
bill brings out the following features which cal or 
anxious reconsideration before the bill is finally placed 
on the statute book of the country. 

(a) Re: Clause //. 

Clause 11 of the present bill has been an 
improvement on that contained in the 194-1 bill in 
far as the language of the clause removes amh,gu.t.cs 
regarding the capital requirements of a bank having 
its principal place of business outside India, and m 
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respect of capital requirements for more than one 
"ranch in the same town or village. 

Hie word ‘ locality ' as appearing in item (iic) of 
Sub-clause (i) should, however, be properly defined to 
remove possibility of future disputes. 

I he provisions of the clause continue, however, to 
be vitiated by a miscomprehension of the economic 
situation of the country. The 600 and odd non- 
scheduled banks are expected to execute a long jump 
trom their present capital position in course of a 
period oi two to three years. 


We note that the framers of the bill seek to 
justify the increased capital requirements as contem¬ 
plated in the bill on the following grounds, viz 
(«/ ) that no less than 669 banking companies went to 
grief during the decade 1934-43 and most of these 
bank* possessed poor capital resources, and that 
(/ M the present minimum requirement of Rs. 50,000/- 

5 * ,tnv ; ls ^mparcd with other countries even if the 
disparities i„ economic wealth are taken into account. 

It is certainly int open to contradiction that the 
.taillire o. banks should be effectively guarded against. 

• bit we doubt tie efficacy of the provisions for 
me.eased capital requirements in mounting guard on 
fns trout. It should also be borne in mind that no 
country, including Kngland and America, has been able 
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to avoid painful experience of distressing failures m 
course of trials and tribulations of the growing years. 
Any assumption that Indian Banking has passed out 
of its growing period and can now be reduced to a 
uniformity of shape or size will seriously prejudice 
future progress. It also appears that the contention 
based on a comparison of the economic level of this 
country with that of other countries is not supported 


by a proper assessment of facts. 

We recognise, nonetheless, that the present posi- 

tion regarding capital structures of banks is anything 
but satisfactory. We maintain. ho\\e\er, tut 
formative period of Indian Banking is not yet over, 
and that a rigid application of quantitative standards, 
before Indian Banking assumes a recognisable norm, 
will hinder rather than promote its growth. 

We suggest, therefore, that this clause shoud 
be so amended as to require a banking company to 
have paid-up capital and reserves equal to not less 
a prescribed percentage (say ten per ceil ^ " 

deposit-liabilities, subject to a minimum of Rupee. 
One lac and a maximum of Rupees l wenty lacs. 

The over-riding discretion of Reserve Bank »> 
the matter of valuation of paid-up capital and reserves 
as provided for in sub-clause (4) can properly 
upheld. But we believe that the method and basis 
valuation should be set out more elaboiately. 
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in favour of equipping Reserve Bank with the maximum 
of powers. But we maintain that these powers should 
be unambiguously defined and described in elaborate 
details. 

# 

(b) Re ; clause 16. 

We consider that the words “hold shares” as 
contained in sub-clause (2) are not free from ambi¬ 
guity. It appears to us that one does not “hold 
shares within the meaning of the Indian companies 
Act unless the shares are registered in his own name. 
If. however, the intention of the legislation is to 
extend the provisions of this sub-clause to a pledge 
as evidenced by delivery of share-scrips accompanied 

by blank transfer forms, the matter should be stated 
in clearer terms. 

In case the latter interpretation be advocated we 
fear that a bank with many branches will find it 
extremely difficult to ensure that shares in any com¬ 
pany so “ held ” by it do not at any time exceed, in 
amount, 20 per cent, of the subscribed capital of that 

company or 20% of its own subscribed capital, which¬ 
ever is less. 


(V) Re ; Clause IS. 


A comprehensive system of licensing 
an important step towards strengthening 
structure of the country. 


of banks is 
the banking 
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. We are of opinion, however, that sub-clause (4) 
calls for further elaborate treatment so that no ban - 
ing company may be left in doubt as to how an 
under what (ascertainable) circumstances it will be 
considered to be “ in a position to pay its deposits in 
full as their claims accrue,” and “ that the affairs o 
the company are not being conducted to the detriment 

of the interest of its depositors”. 


We believe further that in the matter of 
granting permission for opening new branche* 

Authorities should remember that the crying 
the hour is not fewer banks, but more banks o the 
right type. It may be observed that Englan ' 
potato numbering about 5 crores can provide 
sufficient business for about 10.000 bsnk.ng offic and 
that America with a population of 13 crores boasts o 
more than 15.000 banks. Ind.a w.th a popula^ j 
about 40 crores can therefore with 

being adequately served b non ^ chc duled banks 

about 2,800 branches and 63. 

with about 2,000 branches. 


.(d) Re ; clause 19. 

The wording of sui.clause (2) appears^to-dude 

balances maintained by non-sc <- u ^ , . terms 

Reserve Bank from the definite* of Cash 
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of this clause. We consider that this ambiguity should 
he removed. 

( e) Re ; Clause 20. 

The principle underlying this clause deserve un¬ 
qualified acceptance. We consider it necessary, how¬ 
ever, that it should at least he negatively stated as to 
what shall not he regarded as “ assets ” so as to obviate 
possibilities of disagreement between Reserve Bank 
and the management of a banking company. 

(/) Re ; Clause 27. 

Suitable provisions should be incorporated so that 
a balance sheet and a profit and loss account 
prepared under clause (24) may be deemed to be a 
balance sheet and a profit and loss account prepared 
under the provisions of the Indian companies Act in 
so far as they relate to banking companies. 

([)) Re: Clause 30. 

It is of great importance that inspection of banks 
should be conducted at stated periodical intervals, and 
not simply, on occasions surcharged with suspicion. 
When an inspection is inspired by suspicion credit of 
the institution suffers almost irretrievably even if the 

inspection results in a verdict of soundness being 
awarded 

• • 
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We consider it necessary, also, defimt 

standards should be laid down for """’’natron that 
•• the affairs of a hanking company are being 
to the detriment of the interest of its depositors as 

envisaged in sub-clause (4). 

(fc) Re: Clauses 31 to 39 (part III). 

This part of the hill is influenced by a desire to 

salvage as much as is possible out of the w re hag 
t • , • Knit Rut the mechanism evolved tor 

the purpose appears to be too sharp and too ready 

safe and wise employment. 

It is true that it. will not he difficult for Reserve 

Bank to provide itself with adequate o , 

and other equipments necessary to carry through 

liquidation proceedings. 

But unless specially protective 1 ™is.ons^e 

introduced in various laws hearing 

proceedings we are unable to agree that the - 

assumption by Reserve Bank of he * 1 
liquidator will improve the situa i 

extent. .. 

The assets of a hanking company of the P r ^‘ 
ing average size will consist mostly o oan. ‘ ^ o( 

obligations due by persons and relating ^ 

localised concern. Reserve Bank. a. \ 
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machinery of huge dimensions, will hardly be in a 
position to form those personal contacts or maintain 
that continuous touch with local affairs as will be 
necessary to bring about a full and effective realisation 
of these assets. 

The purpose of this part of the bill will be better 
served by arming the liquidator with special and extra¬ 
ordinary powers of execution and by setting up a 
special institution to take over from banks frozen 
assets. , 'l his institution will pay for these assets at 
an agreed rate and will, therefore, be financially 
interested in proper mobilisation of the immobile assets. 
Moreover, the banks whose assets will be thus taken 
over will continue in existence and, therefore, be of 
help in providing necessary personal contacts and 
continuity of connection. 

It has been recognised in many countries that in 

undertaking a proper re-organisation of the banking 

structure of a country, the true interests of healthy 

banking will not be secured by forcing into liquidation 

even- banking concern that has accumulated frozen 

assets during the years of unaided and uncontrolled 

existence and may thus have been rendered unable to 

pay its debts. 1 he really efficacious method has been 

considered to be to relieve these banks of their frozen 
assets. 

The measures contemplated in this part may. 
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however, be suitably introduced after a stated per o 
has elapsed during which the above-suggested method 
of purging the banking structure w.ll have been worked 

out. 


(I) Re ; Clause 43. 

It should be made obligatory on the Central 
Government to make rules to provide for matters 
contemplated in («) ’ Explanation ’ to sub-clause ) 
of clause (11), (6) sub-clause 4(a) and ( b ) of c • 
18, (c) sub-clause (4) of clause (30) ; and also 
respect of all other matters likely to occasion disputes 
between Reserve Hank and a banking company. 

We shall conclude our detailed examination of the 
provisions of the bill with references to clauses ( ). 


(9). and (10) of the bill. 

It would appear that under the operation o 

clause (9) read together with clause (8) a an 
company cannot realise by sale its securi u. " 

form of goods before the proprietaiy 1,1 uc . 

is transferred to it. It will be obvious hat it w.ll * 
more in the interest of a bank to effect sales on ac 
of its party and then apply the sale proceeds ton. 

satisfaction of its dues. A bank shou no 
to run risks of falls in prices, or in the alterni ' 
acquire its party’s property at prices <M,b.i.i- 


fixed low. 
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As regards clause (10) the words “ employ ” and 
" commission" are in various uses in course of 
ordinary transactions of business. These words 
should be clearly defined so that a banking company 
may not be debarred from using the services of an 
agent in securing deposits and other kinds of business 
on terms of commission on the basis of value or volume 
of business. 

The factors that, will be taken into consideration 
in ascertaining as to whether remuneration of an 
employee is ** disproportionate to the resources ” of 
a banking company should also be specified. 



CHAPTER V 

Doubtful Hypothesis—Basis of the Bill 

- . The present bill aims high hut shoots wide 

The avowed object of the bill is the protect, on 
of the interests of depositors through continued 
maintenance of liquidity of assets and solvency 
banking companies. The method adopted toUanat 
this object into realisation is to anpo e sevc a 
quantitative standards and leave the concept on n 

execution of qualitative standards to the d.scret.on 

and judgment of Reserve Bank wh.ch >sJ 

(under the provisions of toe bill) to K 

but only to prosecute and condemn. £or 

is not called upon to frame and circular,* - 

determination of qualitative r “ a „ d 

supposed to be awarding decisions its 

absolute judgment. depositors 

It has been rightly emphasised that the - ^ 

are entitled to protection against the ruinous . 

dishonest and unsound practices indulged J 

■banking company. But it has >cen ^ ^ 

that Indian Banking has reached a non — Js 

putting the banking companies in stra. 

4 
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putting the banking house in order. It does not show 
any comprehension of the fact that when any institu¬ 
tion is in course of formation and operates with rough 
and uncertain resources no quantitative standards can 
be laid down, and that the only directives that can be 
issued should take the form of certain qualitative 
standards that apply irrespective of disparities in 
economic growth of different countries. In respect of 
those qualitative requirements which are not capable 
of unmistakable definition discretion can best be 
exercised not by persons who view things and affairs 
from a distance and more or less on a uniform level 
but by persons who are in intimate association with 
the shifting details of every aspect of these affairs. 

It is hardly possible for an economic theorist to 
pronounce on the adequacy or inadequacy of any 
nominal figure serving as * minimum wage ’ for the 
Indian labour in the present uncertain economic 
circumstances of the country. But it is perfectly 
possible for him to insist on a minimum standard of 
living comprising diet yielding a stated minimum of 
calories and housing providing measurable light and 
space. Laying down of standards in all other respects 
cannot be attempted before the economic resources of 
the country grow not only sufficiently but also on a 
wide basis. 

• The framers of the bill have been misled by the 
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appearance of enormous increase in banking resources. 
But they appear to have failed to appreciate that the 
increase is neither sufficiently large for the require¬ 
ments of 40 crores of people nor sufficiently wide y 
distributed amongst the constituent elements o he 
banking system. It lias not been properly realised that 
liquidity of assets is not an absolute quality of an 
asset but is related to the existence of a large and 
wide market. Liquidity will continue to elude the 
banking system till the banking growth is large and 
wide supported by an equally large and wide economic 
background. It has also failed to be comprehended 
that in the absence of an organised and lesomcc i 
money market the banks will have to continue o p ay 
a significant part in helping industrial growth till the 
economic organisation of the country is properly 
developed and money market is fully organised. The 
terror of the abused methods of banking appears to 
haunt the framers of the bill. But it has failed 
observed that in almost every country the economic 
level was raised and not lowered in consequence i 
intense banking activities even though pursued wrth 
an accompaniment of gross abuses, and ia 
standards were enforced only when the 
structure of the country acquired strength and 
broadly based. It can properly be questioned as 
whether introduction, at an incipient stage, of rg 
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quantitative standards and exercise of impersonal dis¬ 
cretion would not have produced the uniform stillness 
of death though succeeding in avoiding abuses of 
energetic activities. 

A wrongly excited zeal for the protection of 
depositors’ interest has led the framers of the bill to 
provide for summary liquidation of everv misbehaving 
banking company without arranging for protection of 
its frozen assets. It seems to have been assumed that 
destruction of these assets and loss experienced by 
the depositors will bring home to the depositors the 
necessity of avoiding unsound banks. But it does not 
appear to be realised that such wanton losses will 
ruin the economic structure of the country and make 
it exceedingly difficult for the carrying on of those 
economic activities which create or increase the earn¬ 
ings of a depositor. The process of liquidation con¬ 
templated in the bill may make a depositor wiser but 
promises to make him sadder. 

A Constructive Scheme for Beneficial 

Legislation 

Legislation that can be of real and effective 
service to a proper growth of banking in this country 
in Ihe present economic background should be 
designed not simply to prosecute and condemn but 
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to guide, wan,, and protect banks. L p “' be 
calculated to achieve this object,ve shouM m ou 
considered view, be framed on the lmes set out below. 

viz :— 

(1) Capital Structure. 

Every bank should be required to have a paid-up 
capital and reserves aggregating to a stated perccn 

c> - *"*■> 1 o, 

minimum of Rupees One lac anu 
Rupees Twenty lacs. 

(2) Reserve Fund. 

Every bank should be required to build up ant 
maintain a reserve fund to which at least - P" 
of the net profits of every year should be app P 
till the fund grows to be equal to the pa,d-upcapjt^ 
The method of calculation of net pio s 
he prescribed by or under legislation. 

(3) Cash Reserve. 

Every bank should be required to maintain «i # an 
account with Reserve Bank or any other J 
as Agent oi Reserve Bank of nd.a-* ^ 

iTvTprcenfonts — liabili^ and two per 
cent, of its time liabilities. 
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(4) Restrictions on assets. 

( a ) Every bank should be required to maintain 
m cash (including cash reserve), gold, or unencum¬ 
bered approved securities, on the basis of current 
market valuation, an amount aggregating to not less * 
than 25 per cent, of its total deposit liabilities. The 

definition of approved securities as set out in the Bill 
may be adopted. 


(b) Subject to due fulfilment of the requirement 
contained m (a) above, every hank should be required 
to hold, to the extent of 75 per cent, of its deposit, 
liabilities, assets in the form of (i) cash (including 
cash reserve), gold, silver, unencumbered approved 
securities, (n) loans and advances secured by pledge 
of shares and securities (dealt in on any recognised 
stock-market), pledge or hypothecation of commodi¬ 
ties dealt in by traders or manufacturers holding 
licence from Government or a Govt.-recognised 
association, pledge or hypothecation of agricultural 
goods and documentary bills not outstanding for more 
ban three months in usual course of collection, and 
loans and advances against,'or discount or pur¬ 
chase of such promissory notes, bills of exchange and 
securities as the Reserve Bank is empowered to’pur- 
chase, discount, or make advances against, 

(r) No bank should be permitted to make un¬ 
secured loans and advances to its directors or concerns 
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with which any one or more of them may be connected 

to the extent of more than five per cent, of its depos 

“ S N0 bank should be permitted to invest m or 
make advances against or otherw.se acqum 
able property to the extent of more than 

„d 2.»«. to. m "r ..««• 

olte, (through ,»»to. ■' 0[ 

—*«“.—. tr,= p s 

deposits, paid-up capital, reserves, and -loans 

from other banks, agents, or pcr^ns 

(<7 ) No bank should be permitted to o«n 
in any company of an amount exceedmg twenty pc 
cent. y of its P own subscribed share cap.tal o wu.ty 
per cent, of the subscribed cap.tal of the other 

^ Sifted to aejuire infest as 
a pledgee in shares of » more than 

ten"per^cent. ^"subscribed capita, of the company 
concerned. 
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(It) No bank should be permitted to make un¬ 
secured loans and advances outstanding at any time 
to the extent of more than ten per cent, of its deposit- 
liabilities. 

Loans and Advances should be regarded as 
secured only ,if a margin of at least five per cent, 
is held in the value of securities in the form of gold, 
silver, lien on deposits with other banks, shares and 
securities dealt in on a recognised market, commodi¬ 
ties dealt in by licensed traders and manufacturers, 
and documentary bills in usual course of collection; 
and a margin of 25 per cent, or more is held in the 
value of other securities. 

Arrangements should be made for issue of licences 
to traders and manufacturers and/or recognition of 
licences issued under various war-time control orders. 
Loans and advances made against lien on a bank’s 
own deposits and the corresponding amounts of 
deposits should not be regarded as assets or liabilities 
for the purpose of any requirement excepting that re¬ 
lating to Balance Sheet. 

(i) Trading on a bank’s own account should be 
prohibited, but any other restriction at this stage of 
Indian economy, in the direction of promotion or 
management of any business undertaking will hamper 
development and growth of economic activities. The 
restrictions and requirements laid down above will be 
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sufficient to ensure the solvency of a bank and hqui- 
dity of its assets. It may further be provided that 
no bank should be interested in promotion or manage¬ 
ment of any business undertaking in a manner that 
may create liabilities on its own part. 


(5) Management. 

Minimum qualification should be . ,ald “f 

recruitment of officers of a bank hav,ng P ? busi . 
management of the business or any part of the 

ness of the Bank. 


(6) Protection. 

(a) A scheme of insurance for the protec Uo»»< 
depositors should be instituted on the hnes 

in “revisions should be made for ^ration 
of hypothecation on the lines adopted by &~d»- 
(0 Reserve Bank should act as bq" dat0r 
banks in liquidation but with special powers rega 

ing attachment and disposal of • ted to 

Id) Special institutions should be create 

take over from existing banks assets » ^ sQ 

under the provisions of the propose rocee di n gs 

that a devastating process of iqui a ’ (o|lowed 

may be avoided in the same manner as 

several American and European countries. 
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[7) Inspection. 

( a) Reserve Bank should be empowered to call 
for from any bank in particular and banks in general 
such periodical and other statements as it may con¬ 
sider necessary or proper. 

(b) A system of inspection to be conducted by 
Reserve Bank at periodical intervals of two to five 
years should be introduced. No other inspection 
should be undertaken merely on suspicion and except¬ 
ing when required on an application made in writing 
by depositors or share-holders holding at least ten per 
cent, of total deposits or ten per cent, of paid-up 
capital and based on sj>ecitic grounds which the Bank 
has been unable to explain satisfactorily. A bank 
should be entitled to compensation in the event of 
vexatious or harassing proceedings being initiated or 
conducted in such cases. 

If periodical inspection is introduced further pro¬ 
visions for licensing will he superfluous. 

(8) Ancillary provisions. 

(a) Reserve Bank should be permitted to advise 
md warn a bank in all matters it considers proper 
or necessary, but it should not be authorised to take 
• so long as a bank conforms to the require¬ 

ments laid down above. 

I b) An Advisory Board consisting of represen- 
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uh» oi b»K c» i »' “ J 

- Chambers „< Co-™ ““L 

and be in continuous association wit 
hi'all matters concerning guidance of and warmng ,o 
banks, and actions taken against ban^ n 

(c) Periodical reviews of the Banka „ » 

should be made at intervals of ten years when furthe 

quantitative or qualitative requireme con ditions 

corporated if so justified by the prevailing conditio 

of banking and economic developing . a 

(d) Existing provisions for ^ as 

schedule and inclusion of Banks >n 1 ‘ bl . 

contained in Reserve Bank of India ^ 

deleted. The qualitative standard o' aml 

differ simply because o • may create 

differentiation on the basis c heduled bank, 

unwarranted prejudice against a R , ist 

Moreover, the original purpose o ithi „ the 

of scheduled banks was to bring ban « ,, 

purview of Reserve Iame“xtent and 

now be extended to all banks |di Reserve 

in an equal degree. The purpose of prm g 
Bank with funds will be fully serv d £ ^ 

suggested provisions of legis a ion. | er - banks 

out that tie differentiation between fey t „ c 

and “non-member ban s as tasc j on any 

American Federal Reserve Act is n 
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difference in Capital structures of banks but is based 
on the jurisdiction of Federal laws. ■ The Federal 
Reserve Act does not bring within its purview a bank 
which is registered under the laws of a State unless 
any such bank elects of its own accord to submit itself 
to its jurisdiction. A bank which does not so submit 
itself is called a “ non-member ” bank. Every bank 
which is registered under National laws and a bank, 
registered in a State, which invites Federal jurisdic¬ 
tion (as above indicated) is known as a “member” 
bank. As a matter of fact, the Federal Reserve 
Authorities do not take measures to exclude banks 
from “ membership ” but devise steps to bring all 
State banks within the “ membership.” 

In the next chapter we propose to describe and 
discuss certain measures adopted by the Argentine 
and America a study of which may help us in a correct 
appreciation of the proposals we have set out above. 



CHAPTER VI 


The Argentine Banking Law 

The Banking legislation in f itU ‘f jems^vhich 
tine in 1935 was devised to deal wit P )ing in 

bear striking closeness to the com j several 

— ■" jr': c re.” 

■ , the introduction ot me 

years previous to tne 
legislation. 

The Argentine banking law took a (nil and 1 

per measure o( the undeveloped ecorm.n^ ;; l t^ 

country, and, refrained from pacug . 

on the size of banks in the teeth of °PP^'b ‘ , 

tions made by Sir Otto N.emeyer *•- ^ , , 
in 1933 to investigate and repor 
system of the country. 

The Argentine banks were only ™I’".V,.', 
appropriate every year ten per cen • , 

profits ” to a Reserve Fund till .t grew to > - 

to at least 50 per cent, of the paid-up cap. ■ 
per cent, of “Savings Deposits." whichcn 
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higher. The other features of the legislation as 
adopted on 28th March, 1935, were as shown below:— 

The Argentine law did not insist on the assets 
being held in any liquid form other than cash and 
balances with the Central bank. But these cash 
balances were required to be equal to 16 per cent, of 
sight deposits and 8 per cent, of time deposits. 
The banks with a capital of one million pesos or more 
were required to keep at least two-thirds of the 
requisite cash balances in the form of sight deposits 
with the Central Bank or at branches of the Banco 
dc la Nacion in the interior of the country. 

A bank was permitted to hold real estate for its 
own use to the extent of 20 per cent, of its capital 
and 50 per cent, of its reserves. Properties already 
held in excess of these limits and that might in future 
be acquired in satisfaction of debts were to be dis¬ 
posed of within a period not exceeding six years. 

Xo bank was allowed to hold for a period of more 
than two years after purchase shares or debentures 
of any company exceeding in amount 20 per cent, of 
the Capital of the company, or 10 per cent of its own 
Capital plus 25 per cent, of its reserves. Existing 
and future holdings in excess of these limits and those 
acquired in repayment of debts were to be liquidated 
within a period of three to four years. 
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Direct or indirect participation in commerc . 
agricultural, or industrial enterprises was prohdnted 
Administration of the propert.es of had deb 
for a period of more than two years was not allow 
to be carried on excepting with the perm.ss.on of 

Cen T a he B sltes and bonds of other banks were not 
permitted to be accepted as security for loans to such 

l,ank Rates of interest on deposits were eontrolk.L 

Interest on sight deposits was require 1 " ‘ 

three points less than the bank rate and that on 

Savings deposits was required to he at leas one 1 

less than the bank rate. It was also laid A °" 
no interest could be paid on Savings Deposits m exces | 

of 20,000 pesos maintained by private P e s ’ c 
in excess of 50,000 pesos maintained by co- pe ■ 

or mutual benefit societies. U 

A special protection was ex ended t. J 
depositors in the event of failures of banks. See«g- 
Deposits of private persons not exceeding , 1 ^ 

and of co-operative and mutual benefit souct 
exceeding 10,000 pesos were given a pre e e Ur.l claim 

on the general assets of a bank in iquu , f 

Provisions were made for submission by banks 

periodical returns and statements to the en ' | 

Ld the Central Bank was required and authorised 
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hold inspections of banks. But no action was per¬ 
mitted to be taken excepting in cases of transgressions 
of law. 


Realisation of Bank assets 

The Argentine law conferred powers on the 
Central Bank in the matter of liquidation of banks 
which failed to comply with the requirements of law. 
It was, however, fully realised that the banking 
system had accumulated bad and frozen assets and 
also assets which would not conform to the provisions 
of the new law, and an outright application of the 
said law would result in a general holocaust. It was 
also appreciated that the disappearance of the existing 
units of the banking system and emergence of new 
units would impart such a severe shock to the system 
that the resulting problem created would not be one 
of reformation or rehabilitation but one of reconstruc¬ 
tion. It was. therefore, considered wise to provide 
for an arrangement to relieve the banks of their un¬ 
welcome assets while introducing a law restricting the 
nature of assets that a bank could acquire. It was 
held that mere liquidation of banks would bring about 
an aggravation rather than a solution of the problem. 

A special institution was, therefore, brought into 
existence on the <aid 28th March, 1935, and called 
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• 

Institute MovMzodor, or an “ Institute for liquida¬ 
tion of Bank Investments." This institute was in¬ 
tended to take over illiquid assets from banks 1 
exchange for '' cash and/or redeemable bonds. 1 he 
Institute, carrying on its operations w.th a capita o 
10 million pesos and Reserves amounting to 380 million 
pesos, put through large schemes of reorganisation. 

Institutions with almost similar objects were 
earlier set up in Germany in the year 1933. 

Still earlier in 1932 when a large number of banks 
failed in America, a public corporation under the 
name and style “The Reconstruction Finance Got 
poration” was established in U.S.A. bv an . ct passe, 
in February of the same year. The capital o 
corporation amounting to 500 million dollars was sub¬ 
scribed by the Federal Government. The Cor i> m ‘ 

was empowered to issue Covernmen -guaran eed 

debentures up to about five billion dollars. It 
managed by a board consisting of Seven Directors of 
whom one is the Secretary of the lrcasury the re 
mining 6 being appointed by the President subject 

to the approval of the Senate. 

The R.F.C. works in close co-operation with the 
Reserve Banks, and generally, helps hanks in acquir¬ 
ing or maintaining liquidity in the following war-. 


viz. 
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(a) It makes loans to active banks and aids their 
liquidity. 

(/>) It makes loans and advances to banks that 
are unable to pay their debts so that these banks may 
be enabled either to reorganise themselves or to pay 
out their depositors with the minimum ot delay. 

(f) It purchases preference stocks, capita! notes, 
and debentures of banks whose capital structures re¬ 
quire to be strengthened. 

Protection of depositors 

The Argentine law provides for preferential 
claims on the part of small depositors, as above 
specified, in the event of liquidation of banks. 

But a more effective plan for protection of 
depositors is contained in the American scheme. 

The Federal Deposit Insurance Corporation was 
established by the Banking Act of 1933 and has since 
been functioning with certain changes as introduced 
by the Act of 1935. The F. D. I. C. is a public cor¬ 
poration with a capital of 300 million dollars half of 
which has been subscribed bv the Treasury with the 
remaining half subscribed by the Federal Reserve 
Banks. It is managed by a board consisting of three 
directors. 

Every Federal reserve member bank is required 
to insure it> deposits with this corporation. A non- 
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member bank may arrange for insurance of its deposits 
provided it complies with certain requirements as 
prescribed by the corporation. Every insuring bank 
pays an annual premium at the rate of /12th of one 
per cent, of its total deposits, and, in retui n, gets 
deposits of each of its customers insured up to 5,000 

dollars. 


Conclusion 

The constructive scheme for legislation that we 
have drawn up in the preceding chapter has taken 
into account the peculiarities of the situation a, con 
sidered by the authorities in the Argentine. 

We have, however, provided for formulation o 
qualitative controls on a wider field than is covered 
by the Argentine law, as we consider that a countiy 
infinitely larger than the Argentine and with a vas 
and varied population will not easily be amenable 
guidance under the direction of Reserve Bank of 
In agreement with the Argentine authorities we co 
sider quantitative controls to be harmful at this sta„e. 
But minimum and maximum limits for capi a 
quire,,,cits have been stated in our scheme by way ot 
compromise with the strongly-held opinion o 
authorities of the country. We have not considered 
limitations of rates of interest to be called 
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inasmuch as, adequate provisions have been made to 
ensure soundness of a bank’s assets. 

So long as a bank is not allowed to acquire un¬ 
sound or doubtful assets, and earnings from loans and 
advances are not considered improper for a bank, we 
fail to see why the remuneration that a bank may ask 
for and a depositor may claim should not be left to 
the operation of forces of supply and demand at this 
economic stage of the country. It should, however, 
•be a duty on the part of Reserve Bank of India to 
maintain continuous touch with the price-level of the 
country, variations in the cost of different factors of 
production, and the margin of profit earned in busi¬ 
ness. The Reserve Bank should study the effects of 
these factors on interest charged and allowed by banks 
and also the effect of such interest on the behaviour 
of the above-considerd factors, and advise banks from 
time to time as to maximum and minimum rates of 
interest that Reserve Bank considers to be just or 
proper for smooth economic development of the 
country. 

We have nut adopted the Argentine method of 
protecting small depositors as we have pleaded for 
introduction of a comprehensive scheme of insurance 
of deposits. 


appendix a 


banking companies bill 


L. A. Bill No. 28 of 1946 

As Bill to consolidate and amend the law 

Banking Companies 

Whereas it is expedient to consolidate 
the law relating to banking companies^ 

It is hereby enacted as follows. 


relating to 
and amend 


PART I 


Preliminary 

U) ^ 

Act, 1946. . , r British India. 

(2 ) It extends to the w!I»= ' ™ d ate as the 

(3) It shall come into {o,ce 0 . the 0 ffi c ial 

Central Government may, by no i c 

Gazette, appoint in this behalf. , The 

AM f£rJ& r^nto. and not, 
C”e« inaltef expressly provided, in derogat.cn 
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of. the Indian Companies Act, 1913 (VII of 1913), 
and any other law for the time being in force. 

3. Act not to apply to co-operative banks — 
Nothing in this Act shall apply to a co-operative bank 
registered under the Co-operative Societies Act, 1912 
( II of 1912), or any other law for the time being in 
force in British India relating to Co-operative 

Societies. / 

4. Power to suspend operation of Act .— 

(1) The Central Government, if on a representation 

made bv the Reserve Bank in this behalf is satisfied 
* 

that it is expedient so to do, may by notification in 
the official Gazette suspend for such period, not 
exceeding sixty days, as may be specified in the noti¬ 
fication, the operation of all or any of the provisions 
of this Act. either generally or in relation to any 
specified banking company. 

(2) In a case of special emergency, the Governor 

of the Reserve Rank, or in his absence a Deputy 

Governor of the Reserve Bank nominated bv him in 

* 

this behalf, may by order in writing exercise the 
powers of the Central Government under sub-section 
(1), and where he does so. he shall report the matter 
to the Central Government forthwith, and the order 
shall, as soon as may be, be published in the official 
Gazette. 

(3) The Central Government may, by notification 
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in the official 0> 

period of any suspens' ^ not exceeding 

or sub-section (2) thinks fit. 

^ty days at any one tnne. as ^ is an> - 

5 Definitions —In mis » _ 

thing repugnant in tbe subject or ‘ " sc ’ cu ritie> in 
00 " approved securties mea. ^ ^ (u) . 

which a trustee may m\e or claust . (,() ut 

clause (6), clause (bb). clause ^ (U 

Section 20 of the neian ^ ^ guar antee<l by, 
1882) and such securities , - , authorised 

Indian States as the Reserv Bank of thc 

to purchase under c ause 8)^ of ^ ^ . 

Reserve Bank of India Ac , . f deposit > 

(/,) “ hanking ” means the accepting 

.- 

business of banking in r hiving jurtsdic- 

(d) "Court" means tbe Com 

tion under the Indian Companies • '■ u-hich 

in«»-■«--- 

must he met on demand, an iUtics; 

liabilities which arc not demand on> firm or 

(/) “managing agent nRins * p c whole 

company entitled to tbe management 
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affairs of a company by virtue of an agreement with 
the company, and under the control and direction of 
the directors except to the extent, if any, otherwise 
provided for in the agreement, and includes any 
person, firm or company occupying such position by 
whatever name called ; 

Explanation —If a person occupying the position 
of managing agent calls himself manager or managing 
director, he shall nevertheless be regarded as manag¬ 
ing agent for the puqioses of this Act. 

( 9) “prescribed” means prescribed by rules 
made under this Act; 

(//) “registrar” has the same meaning as in 
clause (15) of sub-section (1) of Section 2 of the 
Indian Companies Act, 1913; 

(/) Reserve Bank ’ means the Reserve Bank 
of India; 

O') “ scheduled bank ” means a bank for the 
time being included in the Second Schedule to the 
Reserve Bank of India Act, 1934. 

PART II 

6. /• orws of business in which banking companies 

may engage— (1) In addition to the business of 
banking, a banking company may engage in anv one 
or more of the following forms of business, namely:— 
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(a) the borrowing, raising, or taklI |^ ^ * 

money; the lending or advancing ot "^ g el ^ t f ng , 

or without security; the; and baling in 

discounting, buying, selling, collecting 

bills of exchange, hoondees, 

drafts, bills of lading, ral " - othcr instruments, 
debentures, certificates, scrips « ne a 0 tiable or 

and securities whether transferable or ^ 

not; the granting and ■ . th( . bu ying 

traveller's cheques and urtii a / t | le buying 

selling and dealing in bu lion and si • { )an l< 

and selling of foreign cxc'ange inclu 

notes; the acquiring, 10 < i p g. fun<U shares, 

underwriting and dealing -n seen- 

debentures, debenture stoc • ' hasilll r and 

rities and investments of all ^ ,nd ;' ‘ f scal ,ities on 
selling of bonds, scrips or o 1 ^ ncgo tiatinK o f 

behalf of constituents “ r ° ’ ,. j; ds 0 ( bonds, 

loans and advances; the receiving o . 1 ^ ,, 

scrips or valuables on deposit, o. or . 

otherwise; the collecting and transmitting 

and securities; 

(b) acting as agents for ihe 

authorities or for any other P u ' nu description 

carrying on of agency business of an - l 
other than the business of a managing ago, 
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company including the power to act as attorneys and 
to give discharge and receipts; 

Ir) contracting for public and private loans and 
negotiating and issuing the same; 

(</) the effecting, insuring, guaranteeing, under¬ 
writing, participating in managing and carrying out 
of any issue, public or private of State, Municipal or 
other loans or of shares, stock, debentures, or debenture 
stock of any company, corporation or association and 
the lending of money for the purpose of any such issue: 

(c) carrying on and transacting every kind of 
guarantee and indemnity business; 

(/) managing, selling and realising all property 

movable and immovable which mav come into the 

possession of the company in satisfaction or part 

satisfaction <>f anv of its claims: 

• 

I <l) acquiring and holding and generally dealing 
with anv property and any right, title or interest in 
any property movable or immovable which may form 
part of the security for any loans or advances or 
which mav be connected with anv such security; 

(/i) undertaking and executing trusts: 

(/) undertaking the administration «.f estates as 
executor, trustee or otherwise : 

(/) taking or otherwise acquiring and holding 
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shares in any other company having objects * 

to those of the company, :jj n ,r in the 

(*) establishing and supporting °^^tutions, 

establishment and support of ^ “’ d t0 benefit 

funds, trusts and convenience, „ the 

employees or ex-empioyr r50 „ i; granting 

dependents or connections of M l u . nts to- 

pensions and allowances an ‘ » «r’ u aranteeing 

wards insurance, subscribing ^ [(jr all> . 

moneys for charitable or •’ ene ra , Qr ' use f„l objects: 

exhibition or for any public, «, maintenance 

(/) the acquisition, construction ^ (>r 

and alteration of any building . 

convenient for the purp - developing 

(m) selling, improving. manaff o( ,,r 

exchanging, leasing, mortgaging. 1 ' ; al| or 

turning into account or other*- ^ . 

any part of the property and » w |,„ le or any 

(») acquiring and undertaking t«-» wt ,,„ 

part of the business ot any ptrs °"' te j uV described 

such business is of a nature enumeiatcd 

in this sub-section: . are incident d 

(o) doing a" «*" ot, ; er * m * a ^,c„. Of -he 

or conducive to the promotion o 

business of the company, which the Centra! 

O) -I’ other form of 
Government may bv notihcatioi 
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specify as a form of business in which it is lawful for 

a banking company to engage. 

(2) No banking company whether incorporated 
in or outside British India shall engage in any form 
of business other than those referred to in sub¬ 
section (1). 

7. Use of words ” bank “banker ”, “ bank¬ 
ing " —(1; After the expiry of two years from the 
commencement of this Act, no company shall carry 
on the business of banking in British India unless it 
uses as part of its name at least one of the words 
" bank ”, “ banker ” or " banking ” : 

Provided that nothing in this sub-section shall 
apply to any scheduled bank in existence as such on 
the 1st day of January. 1946. 

(2) Every company which uses as part of the 
name under which it carries on business any of the 
words “ bank ”, “ banker ” or “ banking ” shall, not¬ 
withstanding that it may not for any reason be a 
banking company as defined in clause (c) of section 5, 
be deemed to be a banking company and be subject 
to the provisions of this Act as such: 

Provided that nothing in this sub-section shall 
apply to any association of barking companies formed 
for the protection of their mutual interests and regis¬ 
tered under Section 26 of the Indian Companies Act, 
1913 (VII of 1913). 
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...... { Tradino— Notwithstanding any- 

g. Prohibition of Trad,* c0 „tract, no 

thing contained m section ^ ^ ,, 

banking company shaU > of gooJs or engage 

the buying or selling ^ b .J ter goo ds for others, 

in any trade or buy or s ( exc i mn gc 

otherwise than in connection v. U bills 

received for collection or ncgo ia any 

Provided that this section shall not apt ^ q{ 

such business as aforesaid " 1 , uiarV) 1940 , so 

■being transacted on the 1st cay o completed 

however, that the said bus,ness steH b<■ J 

before the expiry of one year from the eon, 

0f th LjaLtio«-For the purposes of 

••goods" mean every kind of movable prof,^ . • ^ 

than actionable claims, stoc , 

and specie. . —Xotv.i'h- 

9 Disposal of 6 and 8, 

standing anything contained ^ ^ ^ ^rpiived 
where any banking compam course 

any assets in satisfaction of its danm ^ 

of its banking business, being as. for the 

which it is not lawful under ie - - t |,i n :i period 

company to transact 1 > uS,,ie * s ' ,l [^acquisition of 
of seven years from the da e • ^ which- 

assets or from the commencemen o 
ever is later, deal or trade in such as*t> 
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pose of facilitating the realisation thereof, and shall, 
before the expiration of the said period, dispose of 
such assets: 

Provided that the Reserve Bank may in any parti¬ 
cular case extend the said period by such period not 
exceeding three years as it thinks fit where it is 
satisfied that such extension would be in the interest 
of the depositors of the banking company. 

10. Prohibition of employment of managing agents 
ami restrictions on certain forms of employment — 
Xo banking company, whether incorporated in or out¬ 
side British India, which carries on business in British 
India, shall employ, or be managed by, a managing 
agent, or any person whose remuneration or part of 
whose remuneration takes the form of commission or 
ot a share in the profits of the company, or whose 
remuneration is on a scale disproportionate, accord¬ 
ing to the normal standards prevailing in banking 
business, to the resources of the company, or any 
per>on having a contract with the company for its 

management f"r a period exceeding five vears at any 
one time: 

Provided that the said period of five years shall, 
in relation to contracts subsisting on the 1st dav of 
July. 1944, be computed from that date: 

Provided further that any contract with the com¬ 
pany for its management may be renewed or extended 



79 


A CASE FOR LEGISLATION 

for a further period not exceeding five years at a 
time if and so often as the d.rectors think fit. 

11. Restrictions on commencement »l 1 

and conditions jar carrying on business (L 
withstanding anything confinne m 

utdjfj™ 

1946 shall, after the expiry of two )tar> i n\ 

’ ♦ f thi- \ct or such further period not 

commencement of this *\ct o , : n» 

exceeding one year as the Reserve Bank 
regard to the interest of the depositors of he 

banking company shall after the commence nu 

this Act commence or carry on . ™ ^ 

India, unless it has a paid-up capital an 

a " iron,oltrthan twenty lakhs of rupees, if it 
has a place of business in India outside the province 
in Which it has its principal place of business o f 
has its principal place of business elsewhere 

British India, or -mulv, 

(«) in a case to which clause (.) does not apple 

of not less than— | ;ia , 0 f 

(a) five lakhs of rupees if it lias any P'uc 

business at Bombay or Calcutta, plus 

(i) two lakhs of rupees ,n respect of each 
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(other than Bombay or Calcutta) having a population 
of over 100,000 in which it has any place of business, 
plus 

( c) ten thousand rupees in respect of each other 
town, village or similar locality in which it has any 
place of business: 

Provided that in the case of a banking company 
to which only sub-clause (r) of clause (it) is applic¬ 
able the minimum aggregate value of paid-up capital 
and reserves for the purposes of this sub-section shall 
be one lakh of rupees: 

/ Provided further that no banking company shall 
be required to have paid-up capital and reserves ex¬ 
ceeding an aggregate value of twenty lakhs of rupees. 

Explanation —In this sub-section and sub-section 
(2), “value” means the real or exchangeable value, 
and not the nominal value which may be shown in 
the books of the company concerned. 

(2) A banking company incorporated elsewhere 
than in British India or the United Kingdom shall 
be deemed to have complied with the provisions of 
sub-section ( 1) only if it keeps deposited with the 
Reserve Bank an amount not less than the minimum 
aggregate value of paid-up capital and reserves re¬ 
quired in its case under that sub-section either in 
cash or in unencumbered approved securities or partly 
in cash and partly in such securities. 
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(3) No banking company, whether incorporated 
in or outside British India, if incorporated on or after 
the 15th day of January 1937, shall carry on bus, res¬ 
in British India unless it satisfies the follow,ng con- 

»<-J~ 

is not ess titan half the authorised capital, and the 
paid-up capital is not less than half the subscribed 

capital,^! the capHa , of ^ company consists^! 

ordinary shares only, or ordinary ( 

preference shares as may have been issued hi for,. 

let /lav of 1 ulv 1944 only, and 

(O that tlie voting rights of all shareholders are 
strictly proportionate to the contribution ",a de by 
the shareholder, whether a preference sharehold o 
an ordinary shareholder, to the paid-up capital of 

' C ° mP ( a 4)' If any dispute arises in computing^ 
aggregate value of the paid-up capital am rt ^ 

any banking company, a determination uneo 
Reserve Bank shall be final for the purposes 

StCt "l2. Restriction on commission, ^ roier ^ ^ 
count, etc. on sale o, r„ n «.r-Notwdhsta. ul.ng_ 
thing to the contrary m Sections 105 an 
the Indian Companies Act, 1913 (VII of V»3). 

6 
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A 

banking company shall pay out directly or indirectly 
by way of commission, brokerage, discount or remu¬ 
neration in any form in respect of any share issued 
by it, any amount exceeding in the aggregate two and 
one-half per cent, of the paid-up value of the said 
share. 

13. Prohibition of charge on unpaid capital — 
No banking company shall create any charge upon 
any unpaid capital of the company, and any such 
charge shall be invalid. 

14. Reserve fund —Every banking company not 
being a scheduled hank shall maintain a reserve fund, 
and shall, out of the declared profits of each year and 
before any dividend is declared, transfer a sum 
equivalent to not less than twenty per cent, of such 
profits to the reserve fund until the amount of the 
said fund is equal to the paid-up capital. 

15. Cash reserve —Every banking company not 
■being a scheduled bank shall maintain by way of cash 
reserve in cash with itself or in an account opened 
with the Reserve Bank, or partly in cash with itself 
and partly in such account, a sum equivalent to at 
least one and a half per cent, of its time liabilities and 
five per cent, of its demand liabilities and shall file 
with the Reserve Bank before the tenth day of every 
month three copies of a statement of the amount so 
held on the Friday of each week of the preceding 
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—,** •< “•*- 4 ***• 
ties on each such Friday. subsidiary com- 

16. Restriction on nature «j^ ^ 

fa «i«-(l) A banking compa Y subsidiary company 
subsidiary company except purposes 

formed for one or more of o( trus ts, tlie 

namely, the undertaking an ex » execu- 

underLking of the adnnmstrat.on of tate ^ 

tor, trustee or otherwise, or such othe 1 
are incidental to the business o b , Ui a 

(2) Save as provided m ^ ^ of „„ c 
hanking company shall not, ‘ . t hoUl shares 

year from the commencemeir 0 ^ mortgagee or 

in any company whet ie ‘ e ding twenty per 

absolute owner of an amoui capital of that 

-c « the ."1 ■■ I 1 

company or twenty per ccn • whichever is 

scribed share capital and Section , ^ 

Provided that nothing m 5 before 1,r 

apply to shares held by a banking company 

15th day of January, 1937. „ dlwH c. '• 

17. Restrictions on loons art ™ ^ . 

withstanding anything to 4 >e c - e< \ ! 

Section 54A of the Indian Co 1 ^ 

(VII of 1913), on hanking comp > v i 
loans or advances on the secur > r ... 

or grant unsecured loans or advances 
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or to firms or companies in which it or any of its 
directors is interested as partner, director or manag¬ 
ing agent. 

18. Licencing of banking companies —(1) Save 
as hereinafter provided no company shall carry on 
banking business in British India unless it holds a 
licence granted by the Reserve Bank in such behalf. 

(2) Until the expiry of five years from the com¬ 
mencement of this Act the provisions of sub-section 
( 1) shall not apply to any company which is carrying 
on banking business in British India at the commence¬ 
ment of this Act. 

(3) Notwithstanding anything contained in sub¬ 
section (1). a banking company which is at the com¬ 
mencement. of this Act a scheduled bank shall not be 
required, so long as it continues to be a scheduled 
bank, to hold a licence under that sub-section: 

Provided that, after the expiry of five years from 
the commencement of this Act, the provisions of this 
sub-section shall continue to apply to a scheduled 
bank, being a company incorporated elsewhere than 
in British India or the United Kingdom, only for so 
long as the Government or law of the country in 
which it is incorporated floes not discriminate in any 
way against banking companies registered in British 
India. 
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(4) Before granting any licence un ^ 

section (1), the Reserve Bank may i equ 
satisfied by an inspection of the boo's o . J y 
or otherwise that all or any of the folding condi 

lions are fulfilled, namely. .. 

(a) that the company is in a position to pay 

depositors in full as their claims accrue, 

(f,) that the affairs of the company re not be. g 

conducted to the detriment of the interest of 
depositors^ ^ ^ ^ # incorporated else¬ 

where than in British India or the United 
that the Government or law of the cou ^ w;iv 
it is incorporated does not d.scriniina ' 

against banking companies registered in B 
and that the company complies with all t c P 
of this Act applicable to banking companies 

porated outside British India. 

(C\ xbe Reserve Bank may— 

s r,-tis 

where any of the conditions set ou i ^ satisfied 

on the fulfilment of which it required 
when granting the licence ceases to 
the company ceases to carrying on l ank. * 

in British India or goes into un(k -r 

(I b) at any time after granting a hcci ce ^ 

this section require that any of the said c« 
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the fulfilment of which it did not require to be satis¬ 
fied when granting the licence shall be fulfilled to its 
satisfaction within such time as it may specify and if 
the condition is not so fulfilled, cancel the licence. 

(6) No banking company shall open a new 
branch of its business without obtaining prior permis¬ 
sion in writing from the Reserve Bank; and before 
giving any such permission the Reserve Bank may 
require to he satisfied that the public interest will be 
served by the opening of the branch. 

19. Maintenance oj a percentage of assets (1) 
After the expiry of two years from the commence¬ 
ment of this Act, every hanking company shall main¬ 
tain in cash, gold or unencumbered approved securi¬ 
ties valued at a price not exceeding the current market 
price an amount which shall not at the close of busi¬ 
ness on anv dav be less than twenty-five per cent, of 

w & 

the total of its time and demand liabilities in British 
India. 

Explanation —For the purposes of this section 
liabilities shall not include the paid-up capital or the 
reserves or anv credit balance in the profit and loss 
account of the company or the amount of any loan 
taken from the Reserve Bank. 

(2) In computing the amount for the purposes 
of sub-section (1). the deposit required under sub- 
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section (,2) of section 11 to be 

Bank by a banking compa King(lom and any 

than in British India or Reserve 

,™.~i b, u« », 

ir 

tained. 

the provisions of this . > ^ , end of the 

*»«• ,a ! er h t n r ^es Ornish to the Reserve 

month to which am , mann cr a monthly 

Bank in the presen >e assets maintained in 

return showing particular. • - demand 

accordance with this ^ each Friday 

working day. 

20 ; Ash's in British India (1) At the 
of the last working day of every quarter th 
in British India of every banking company 1 
he less than seventy-five per cent, of its t.m 
demand liabilities in British India. 
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(2) Kvery banking company shall within one 
month from the end of even,' quarter submit to the 
Reserve Bank a return in the prescribed form and 
manner of such assets and liabilities as at the close of 
the last working day of the previous quarter. 

(3 For the purposes of this section, assets in 
British India shall be deemed to include such promis¬ 
sory notes, bills of exchange and securities as the 
Reserve Bank is under the Reserve Bank of India 
Act, 1934 (II of 1934), empowered to purchase, dis¬ 
count or make advances against, and export bills 
drawn in India and expressed in such currencies as 
the Reserve Bank may from time to time approve in 
this behalf. 

(4) In this section “quarter” means a period of 
three months ending on the last day of March, June, 
September or December. 

21. Return of unclaimed deposits .—Every bank¬ 
ing company shall, within thirty days after the close 
of each calendar year, submit a return in the prescribed 
form and manner to the Reserve Bank as at the end 
of such calendar year of all accounts in British India 
which have rot been operated upon for ten years, 
giving particulars of the deposits standing to the credit 
of each such account : 

Provided that in the case of moneys deposited 
fur a fixed period the said term of ten years shall be 
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„. k „,d ■,«» «,e to « «'• «!"> “ “ 

“vcris - 

<iwi rii/or»iKi <«»«• ^ h succee ding 

pany shall before the close of the 
that to which it relates , - <o <h I 

? retUn ; “ as at the close 

,ts assets and hal >ht es 1 month or if 

of business on the las the Negotiable 

that Friday is a ,ndd.c #t the c | os e 

Instruments Act, 1881, t* 
of business on the preceding ^.ng ; 

(2) The Jth statements and 

company at any tun and without pre- 

information relating to ' t b S " eS may 

,UdiC : ‘° trn^In v fy i-''-V- ^ ** 

\: f Sr-t" — and 
companies m re sp^ 

agriculture^ injonMtio ,--^ R-rve 

Hank if it considers it in the public interest so h do. 

' nUh mv information obtained by it undei 

fSUKSt » 
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business transacted by it, and every banking company 
incorporated outside British India which carries on 
business in British India, in respect of all business 
transacted through its branches in British India, shall 
prepare with reference to that year a balance sheet 
and profit and loss account as on the last working day 
of the year in the Forms set out in the Schedule or as 
near thereto as circumstances admit. 

(2 ) The balance sheet and profit and loss account 
shall be signed— 

(a) in the case of a banking company incorporat¬ 
ed in British India by the manager or the principal 
officer of the company and where there are more than 
three directors of the company, by at least three of 
those directors, or where there are not more than 
three directors, by all the directors, and 

(b) in the case of a banking company incorporat¬ 
ed outside British India, by the manager or agent of 
the principal office of the company in British India. 

<3) Notwithstanding that the balance sheet of a 
banking company is under sub-section (1) k required 
to he prepared in a form other than the form marked 
b in the Third Schedule to the Indian Companies Act, 
1913 (VII of 1913), the provisions of that Act 
relating to the balance sheet and profit and loss account 
°f a company shall, in so far as they are not inconsis- 
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tent with this Act, apptyof a banking 

and loss account, as m 

company. balance sheet and profit 

25. stutht. (i acco rdance with section 

and loss account prepared m aeeor 

24 shall be audited- company incor- 

(«) ,h Vr.nd a by - auditor hoWU,g . ‘ 

porated in Bnt.«h jnd , y ^ Indian Companies 

" 31 , entitling him to act as an 

auditor of companies ; comp any incorporat- 

(b) in the case of a banking r ^ auditor 

ed outside British India.“ d ulv'qualified to be an 
“ aforesaid or by » P« » countTy in which the 
auditor under the law o 

company is incorporate . powers of, exer- 

(2) The auditor Ma* tote* 
cise the functions veste 1 , lt ies imposed 

and be subject to the hab.ht.es and 1 ^ ^ aforc . 

on, auditors of con.pan.es by sccto 

Sai ‘‘ it Session at ; C g Xr ^ 

balance sheet "*£££££*** t prescribed 
the auditor s report . \ ^ be furnished a 

manner, and three cop. within three months from 

r^r^od to which they refer. 
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< Provided that the Central Government may in 
any case extend the said period of three months for 
the furnishing of such returns by a further period not 
exceeding three months. 

27. ( opics of balance sheets and accounts to be 
sent to registrar.- —(1) Where a .banking company in 
any year furnishes its balance sheet and accounts in 
accordance with the provisions of section 26, it may 
or when it is a private company as defined in the 
India Companies Act. 1913 (VII of 1913), shall, at 
the sanie time send to the registrar three copies of 
such balance sheet ami accounts and of the auditor’s 
report, and where such copies are so sent, it shall not 
be necessary for the company, to file copies of the 
balance sheet and accounts with the registrar as re¬ 
quired by sub-section (1) of section 134 of the said 
Act, and such copies so sent shall be chargeable with 
the same fees and shall be dealt with in all respects 
as if they were filed m accordance with that section. 

. } When in pursuance of sub-section (2) of 

section 22 the Reserve Rank requires any additional 
statement or information in connection with the 
•'alance sheet and accounts furnished to it under 
section 26, the banking company shall, when supply¬ 
ing such statement or information send a copv there- 
of to the registrar. 

2S. Display of audited balance sheet by com- 
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panics outside British India .-Every banking «« 
incorporated outside British India which carries on 
business in British India, shall, not later than the first 
Monday in August of any year m winch cames o 

—- “ -j?t y z; zszsz 

in its principal office and in c\ci> 

British India a copy of its last audited hahnee- 
and profit and loss account prepared under section 
24 and shall keep the copy so displayed until ie l )dc 
by a copy Of the subsequent balance sheet and pioht 

and loss account so prepared. 

29. Accounting proviswns of this * lc( ‘ 
retrospective .—Nothing in this Act shall apply to the 
urenaration of accounts by a banking company and the 
' u li and submission thereof in respect of any account- 
i ‘ar which has expired prior to the commence,, en 
oUhis Act, and notwithstanding the other provisions 
j ^ Act. such accounts shall be prepared, and,ted 
and submitted in accordance with the law >» folt 
immediately before the commencement of this Ac 

30. inspection.-^) W.thout prepuhee to^the 

provisions contained ,n ,y n of 1913), the 

the Indian Companies Act \9\3 ( ^ 

the depositors of a hanking 

or that a -*-33 £ 
unable to meet its obligat.ons or has made detau 
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complying with any of the provisions of this Act or 
that a contravention of any provision of this Act has 
been or is likely to be committed .by a banking com¬ 
pany or any officer of a banking company or that it is 
otherwise desirable or necessary, direct the Reserve 
Bank to inspect the banking company and its books 
and accounts and report thereon to the Central 

Government. 

(2) It shall be the duty of every director or 
other officer of the banking company to produce to any 
person authorised by the Reserve Bank to make an 
inspection under sub-section (1) all such books, 
accounts and other documents in his custody or power 
relating to the affairs of the banking company as the 
said person may require of him. 

(3) Any person making an inspection under sub¬ 
section (1) may examine on oath any director or other 
officer of the banking company in relation to its busi¬ 
ness. and may administer an oath accordingly. 

(4) On receipt of a report under sub-section (1), 
the Central Government, if it is of opinion after 
considering the report that the affairs of a banking 
company are being conducted to the detriment of the 
interest of its depositors, may— 

(a) by order in writing prohibit the banking 
company from receiving fresh deposits . 
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( 6 ) direct the Reserve Bank to apply for the 

SLZZS 11 ~ «** 

fit te mpos, Government niay , after giving 

5 hie notice to the hanking company, publish the 
reasonable notice ro » portion 

report submitted by the Reserve Bank or P 
thereof as may appear necessary. 

PART III. 

Suspension of Business and Winding up of 

Banking Companies 

Suspension of business.— (1) lhe 

may on the^application of 

L SStft Sf- -—S 

ti°m n e S £ time'^xtcn'd'the^periotf up to a total period 
not exceeding three months in a 

(2) No such application ^ Rcserve 

unless it is accompanied by a rep 
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Bank indicating that in the opinion of the Reserve 
Bank the banking company will be able to pay its 
debts if the application is granted. 

Provided that the Court may, for sufficient 
reasons, grant relief under this section even if the 
application is not accompanied by such report. 

32. Winding by Court. (1) Without pre¬ 
judice to the provisions contained in section 162 or 
section 271 of the Indian Companies Act, 1943 (VII 
of 1913), and without prejudice to its powers under 
section 31, the Court shall order the winding up of a 
banking company if it is unable to pay its debts, and 
the Court shall also order the winding up of a bank¬ 
ing company if the Reserve Bank, which is hereby 
authorised so to do, applies in this behalf to the Court 
on either of the following grounds, namely:— 

(o) that it appears from the results of an inspec¬ 
tion made under section 30 that the affairs of the 
company arc being conducted to the detriment of the 
interest of its depositors, or 

(b) that the company has failed to comply with, 
the provisions of section 19 or section 20 and with a 
notice served upon it under sub-section (5) of section 
40. 

(2) Without prejudice to the provisions con¬ 
tained in section 163 of the aforesaid Act, a banking 
company shall he deemed to be unable to pay its debts 
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if it has refused to meet any lawful demand for pay¬ 
ment made at any of its office or branches within two 
working days if such demand is made at a place where 
there is an office, branch or agency of the Reserve 
Bank, or within four working days if such demand is 

made elsewhere. 

(3) A copy of every application by the Reserve 
Bank under sub-section ( 1) shall be sent by t u 
Reserve Bank to the Registrar. 

33 Reserve Rank to be official liquidator.— Not- 
withstanding anything to the contrary contained m 
section 175 of the Indian Companies Act, 19 . 
of 1913) the Reserve Bank shall be appointed as the 

official liquidator in relation to the winding up by 
Court of a banking company. 

34 . Stay of proceedings .-Notwithstanding any¬ 
thing to the contrary contained in section 173 ^ 

shall not make any order staying the proceedingsm 
relation to the winding up of a banking company un 
less the Court is satisfied that an arrangement has 
been made whereby the company can pay its deposi 
in full as their claims accrue. 

35. Report of liquidator.— Notwithstanding; any- 
thing to the contrary contained in sec i«»n 
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the Indian Companies Act, 1913 (VII of 1913), where 
a winding up order is made in respect of a banking 
company, the official liquidator shall submit a prelimi¬ 
nary report to the Court within two months from the 
date of the order giving the information required by 
that section so far as it is available to him. to enable 1 
the Court to order the payment of a preliminary 
dividend if sufficient assets ate available. 

36. Power to dispense with meetings of creditors, 
etc .—Notwithstanding anything to the contrary con¬ 
tained in sections 17SA and 183 of the Indian Com¬ 
panies Act, 1913 (VII of 1913), the Court may in the 
proceedings for winding up a banking company dis¬ 
pense with any meetings of creditors or contributories 
or with the appointment of a committee of inspection 
if it considers that no object will be secured thereby 
sufficient to justify the delay and expense. 

37. Booked depositors' credits to be deemed 
proved .—Notwithstanding anything to the contrary 
contained in section 191 of the Indian Companies Act, 
1913 (VII of 1913;, the Court shall deem that the, 
amounts shown in the books of a banking company, 
as standing to the credit of depositors are proved 
without requiring further proof from the depositors 
concerned unless the official liquidator shows that 
there is reason for doubting any particular entry. 



A CASE FOR LEGISLATION 


99 


38. Restriction on voluntary winding up. —Not¬ 
withstanding anything to the contrary contained in 
Section 203 of the Indian Companies Act, 1913 ( \ II 
of 1913), no banking company may be voluntarily 
wound up unless the Reserve Bank certifies in writing, 
that the company is able to pay in full all its debts 
to its creditors as they accrue and without prejudice 
to the provisions contained in sections 218 and 220 of 
that Act, the Court shall, on the application of the 
Reserve Bank, order the winding up of the company 
by the Court if at any stage during the voluntary 
winding up proceedings the company is not able to 
meet such debts as they accrue. 


39. Restriction on amalgamation, etc. —(1) Not¬ 
withstanding anything to the contrary in section 153A 
of the Indian Companies Act, 1913 ( \ II of 1913 ). no 
banking company shall, except with the previous 
consent in writing of the Reserve Bank, amalgamate 
or enter into any scheme of arrangement or recons¬ 
truction with any other banking company. 

(2) The Reserve Bank shall not give iU consent 
to any amalgamation or scheme a- aforesaid unless it i> 
reasonably satisfied that each of the banking com- 
panies concerned therein is and will he able to [>a\ 1 
debts as they fall due. 
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PART IV 

Miscellaneous 

40. Penalties. —(1) Whoever in any return, 
balance sheet or other document required by or under 
or for the purposes of any provision of this Act, wil¬ 
fully makes as statement false in any material parti¬ 
cular, knowing it to be false, shall be punishable with 
imprisonment for a term which may extend to three 
years and shall also be liable to fine. 

(2) If any person refuses to produce any book, 
account or other document which under sub-section 
(2) of section 30 it is his duty to produce, or to 
answer any question relating to the business of a 
banking company which he is asked by a person 
making an inspection under that section, he shall be 
liable to a fine which may extend to five hundred rupees 
in respect of each offence and if he persists in such 
refusal, to a further fine which may extend to fifty 
rupees for every day during which the office continues. 

(3) If any deposits are received by a banking 
company in contravention of an order under clause 
(<j) of sub-section (4) of section 30, ever}’ director 
or other officer of the banking company, unless he 
proves that, the contravention took place without his 
knowledge or that he exercised all due diligence to 
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prevent it, shall be deemed to be guilty of such con¬ 
travention and shall be punishable with a fine wh.c 
may extend to twice the amount of the deposits 

1 CCU1 ( 4 ) If any other provision of this Act is contra¬ 
vened, or if any default is made in complying with 
any requirement of or made under this Act, every 
director and other officer of the banking company 

who is knowingly a party to the contravent on or 

default shall be punishable with a fine not exceeding 
five hundred rupees, and where the contravention or 
default is a continuing one with a further 
exceeding fifty rupees for every day during which 

continues. . . , . lt u_ 

(5) Without prejudice to the provisions o 

section (4), if any banking company fails to comply 

with the provisions of section 19 or section 20 the 

Reserve Bank shall by notice in writing mate a 

demand to the banking company to comp y 
said provisions within thirty days from the receipt o 
the notice, and if the banking company fails so to do, 
the Reserve Bank may apply to the Court for the wind¬ 
ing up of the banking company. 

41. Cogence of offn,ccs.-^o Court nf nor 

to that of a Presidency Magistr: e or a ag>s r “ ^ 
the first class shall try any offence punishable under 

section 40. 
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42. Application of fines .—A Court imposing any 
fine under this Act may direct that the whole or any 
part thereof shall be applied in or towards payment 
of the costs of the proceedings, or in or towards the 
rewarding of the person on whose information the 
fine is recovered. 

43. Poivei- of Central Government to make 
rules. —(1) The Central Government may, after 
consultation with the Reserve Bank, make rules 
consistent with this Act to provide for all matters 
for which provision is ifecessary or expedient for the 
purpose of giving effect to the provisions of this Act. 

(2) In particular, and without prejudice to the 
generality of the foregoing power, such rules may 
provide for the details to be included in the returns 
required by this Act and the manner in which such 
returns shall be submitted. 

(3) All rules made under this section shall be 
published in the official Gazette and shall be subject 
to the condition of previous publication, and the date 
to be specified under clause (3) of section 23 of the 
General Clauses Act, 1897 (X of 1897), shall not be 
less than six months from the date on which the draft 
of the proposed rules was published. 

44. . linen Intent of section 17, Act II of 1934.— 
In section 17 of the Reserve Bank of India Act, 1934, 
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to clause (ISA) the following shall be added, 

and under the Banking Companies Act 1946”. 

45 Amendment of section 42, Act II of 1934. 

For sub-section (6) of section 42 of the Resent .M 
uf India Act, 1934, the following sub-section shall 

substituted, namely . 

••(6) The Bank shall, save as hereinafter provid¬ 
ed, by notification in the Gazette of India, 

direct the inclusion in the Second Schedule 

of any hank not already so included which cames on 

the business of banking in British India »nd 'vh, h 
(n has a paid-up capital and reserves of an 

aggregate value of not less than five lakhs of rupees, 

il,Kl (if) satisfies the Bank that its affairs are not 
being conducted in a manner detrimental 
interests of its depositors, and 

British India : r 

(M direet the exclusion from that Schedule of 

any scheduled hank, 

(0 the aggregate value of whose paid-up cap, a 
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and reserves becomes at any time less than five lakhs 
of rupees, or 

(if) which is, in the opinion of the Bank after 
making an inspection under section 30 of the Bank¬ 
ing Companies Act, 1946, conducting its affairs to the 
detriment of the interest of its depositors, or, 

(iff) which goes into liquidation or otherwise 
ceases to carry on banking business: 

Provided that the Bank may on application of 
the scheduled bank concerned and subject to such 
conditions, if any, as it may impose, defer the making 
of a direction under sub-clause (i) or sub-clause 
(if) of clause (/>) for such period as the Bank con¬ 
siders reasonable to give the scheduled bank an 
opportunity of increasing the aggregate value of its 
paid-up capital and reserves to not less than five lakhs 
of rupees or, as the case may be, of removing the 
defects in the conduct of its affairs. 

% 

(7) In sub-section (6) the expression ‘value’ 

means the real or exchangeable value and not the 

nominal value which may be shown in the books of 

* 

the bank concerned; and if any dispute arises in com¬ 
puting the aggregate value of the paid-up capital and 

reserves of a bank, a determination thereof bv the 

* • 

Bank shall be final for the purposes of that sub¬ 
section.” 
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46. Repeals.-V) All the Provisions contained 

in Part XA of the Indian Companies Act, 1913 (VU 

of 1913), are hereby repealed. 

(2) The Banking Companies (Inspection) 

Ordinance, 1946 (IV of 1946), is hereby repealed. 


the schedule 

(Sec Section 24) 

form a 

Form of Balance Sheet 

.Bank Ltd 

Balance Sheet as at . December .. 

capital & liabilities 

Rs. a. P. 


Rs. A. p. 


Capital (a)—^ 
Authorised Capital 
Rs.each 


.. Shares of 


Issued Capital.... Shares 
Rs.each 


of 


Subscribed Capital .... Shares of 
Rs.each 
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. Rs. A. P. Rs- A. P. 

Amount called up at Rs.per n 

sliai e • • •« • • i 


Less calls unpaid 
Add. forfeited shares .. 


Reserve Funds (/>) 

Deposits & Other Accounts: 
Fixed Deposits 
Savings Bank Deposits 
Current Accounts and contingency 
(unadjusted) accounts 

Due to other Banks. Agents, etc. 
1 (/) In British India 

(Hi Outside British India .. 


Particulars: 

(i) Secured (stating the nature 
of security) 

(/'/) Unsecured 
Bills payable 

Bills for collection being hills 
receivable as /»<•;• contra 
(r) Pavable in British India .. 
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Rs. A. 1*. K- S - A * p * 
(a) Payable outside Br. India___ 

Other Liabilities (to be speci¬ 

fied) (0 •; 

' Acceptances, endorsements and 
other obligations per contra. .. 

Profit and Loss : 

Balance as per previous balance 

Less appropriation thereof balance 
brought forward 

Profit since last balance sheet . • 

Contingent Liabilities (</) •• 

Total 


PROPERTY and ASSKIS 

Rs. A. P. 1<s - A * 1 • 


Cash: „ , 

In hand and with Reserve Bank 

(including foreign currency 
notes) • • • ' ' 

Balances with other, banks (show- 


/ 
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Rs. A. P. Rs. A. P. 

ing whether on deposit or cur¬ 
rent account)— 

(i) In British India 

(ii) Outside British India .. , 


Money at Call and Short Notice 
Bills Discounted ( other than Trea¬ 
sury Bills of the Central and 
Provincial Governments)— 

(i) Payable in British India 

(ii) Payable outside Br. India 


Investments (stating mode of 
valuation, c.g., cost or market 
value)— 

(i) Government of India and 
Trustee Securities includ¬ 
ing Treasury Bills of 
Government of India and 
Provincial Governments 
(ii) Shares (showing separate¬ 
ly shares fully paid-up and 
partly paid-up) 

( Hi) Debentures or Bonds .. 
(tv) Other investments (to be 
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Rs. A. p. Rs. A. P. 

specified) 

(v) Gold • • ’' _ 

Loans, Advances, Cash Credits 
and Overdrafts (less provision 
for bad and doubtful debts) 

(i) In British India 

( H) Outside British India . • _ 


Particulars: 

(») Debts considered good in 
respect of which the bank 
is fully secured 
(ii) Debts considered good for 
which the bank holds no 
other security than the 
debtors personal security 
(«i) Debts considered doubtful 
or bad not provided for .. 
(iv) Debts due by directors or 
officers of the bank or any 
of them either severally or 
jointly with any other 
persons 

(v) Debts due by companies 
or firms in which the 



110 


POST-WAR BANKING IN INDIA 


Ks. A. P. 

directors of the bank are 
interested as directors, 
partners or managing 
agents 

(?»/’) Maximum loans including 
temporary advances made 
at any time during the 
year to directors or matia- 

9 

gers of the company 
(yii) Maximum amount of 
loans, including temporary 
advances granted during 
the year to the companies 
or firms in which the 
directors of the bank are 
interested as directors, 
partner^ or managing 
agents 

(viii) Due from banks 
Bills for collection being bills re¬ 
ceivable as per contra — 

(/) Payable in British India .. 

(if) Payable outride Br. India 


Acceptances, endorsements and 
other obligations per contra .. 


Rs. A 
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Premises less depreciation (e) 
Furniture and Fixture less depre- 
i ciation (c) 

Other assets (to be specified) (/) 
Non-banking Assets acquired in 
satisfaction of claims (stating 

mode of valuation) .. 

Profit and Loss 

Total . • 


notes 


(a) Capital . 

(/) The various classes of capital, 1 an>. 
should be distinguished. 

(ii) shares issued as fully paid-up pursuant to 
any contract without payments being re¬ 
ceived in cash should he stated separately. 

(Hi) Where circumstances permit, issued and 
' subscribed capital and amount called up 

may be shown as one item. e.g., >■ 

and Subscribed Capital. u * Ls 

• r s .Paid-up. 
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(iv) In the case of banking companies incor¬ 
porated outside British India, the amount 
of deposit kept with the Reserve Bank of 
India under sub-section (2) of Section 11 
of the Banking t Companies Act, 1946 
should be shown under this head; the 
amount however should not be extended 
to the outer column. 

(6) The reserve fund maintained by non- 
scheduled banks under section 14 of the said Act 
should be shown separately. 

(c) Under this heading are to be included such 
items as the following to be shown under separate 
headings suitably described: pension or insurance 
funds, unclaimed dividends, advance payments and 
unexpired discounts, liabilities to subsidiary companies 
and any other liabilities. t 

((/) These should be classified under the follow¬ 
ing categories— 

(i) Claims against the banking company not 

acknowledged as debit. 

(ii) Money for which the bank is contingently 

liable showing separately the amount of 
any guarantee given by the banking com¬ 
pany on behalf of directors or officers. 
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Arrears of cumulative preference divrdends. 

, J Liability on Bills of Exchange re-d,scounted. 
( „5 Liability on account of outstanding Forward 
Exchange Contracts. 

i e \ Bank premises wholly or paitly occupies f 
the purposes of business should he ^oru^ *8^ 

J, deductions the,, from « ^w-tn rf. 
stated as also the a rc( j nc tion of 

Where sums have been wntt ba)a nce sheet 

P 

the date and amount of the reduct,on made. 

Under thfs heading may be included such 

item5 “ a ” d 

535£^s«sS2ms 

of subsidiary companies and any other asset.. 

ig) Value shown shall in no case exceed marke 

value: 


8 
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FORM B 

Form of Profit and Loss Account 

Profit and Loss Account for the year ended . 

December . 

EXPENDITURE 

Rs. A. P. 

Interest paid on deposits 
Salaries and Allowances 
Directors’ Fees and Allowance 
Provident Fund 

Rent, Taxes, Insurance, Lighting, Law 
Charges .. .. *. 

Postage and Telegrams 
Auditors’ Fees 

Depreciation on Bank's Property 

Repairs to Bark’s Property 

Stationery, Printing, Advertisements, etc. .. 

Other Expenditure 
Balance of Profit 


Total 


• t 
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income 


Rs. A. P. 

Interest, Discount, Exchange, Commission, 
etc. (less provision made during the year 
for bad and doubtful debts) 

Transfer from contingencies account •• 

Profit made on sale or revaluation of invest¬ 
ments, Gold and Silver 
Miscellaneous 

Loss (if any) •• •• ** "_ 

Total .. 


STATEMENT OF OBJECTS AND REASONS 

The provisions of law relating to banking com¬ 
panies at present form a subsidiary portion ot the 
general law applicable to companies and are contained 
in Part XA of the Indian Companies Act, • 
These provisions, which were first introduced m 1935, 
and which have undergone two subsequent modifica¬ 
tions, have proved inadequate and difficult t 
administer. Moreover while the primary objective 
of Companies Law is to safeguard the interests of th 
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stock-holder, that of banking legislation should be the 
protection of the interests of the depositor. It has 
therefore been felt for some time that separate legisla¬ 
tion was necessary for the regulation of banking in 
India. This need has become the more insistent on 
account of the considerable development that has taken 
place in recent years in banking, especially the rapid 
growth of banking resources and of the number of 
banks and branches. Regard must also be had to the 
fact that the banking system is likely in the post-war 
period to be more vulnerable bv reason of the great 
expansion, both quantitatively and relatively, that has 
taken place in demand deposits, as compared with 
time deposits, during the war years. The enactment 
of a separate comprehensive measure has in conse¬ 
quence now become imperative. 

With this object in view a Bill to amend the 
law relating to Banking Companies was introduced in 
the Legislative Assembly in November, 1944 and was 
subsequently circulated for eliciting public opiniefn 
through the Provincial Governments. In the ensuing 
Budget Session of the Assembly the bill was referred 
to a Select Committee which was due to meet in 
October, 1945, but it lapsed before its consideration 
by the Committee. The present bill is based on the 
measure introduced in 1944, with certain modifica¬ 
tions which have suggested themselves on considera- 
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(ion of the opinions and criticisms received on that 
Hill. The main features of the Bill arc as o - ' 
in A simple definition of hanking with th 
object of limiting the scope of the 'egislation to ins .tu- 
tions in which the funds are deposited primarily 
ensure their safety and ready withdrawals, y. 

(if) Prescription of minimum capital standards 
(iff) Prohibition of trading with a view 

eliminating non-banking: risks: of 

(iv) Inclusion in the *cope oi uk 
hanks incorporated or registered outside British India. 

(r) Introduction of a comprehensive system 

licencing of banks; . 

(vi) Provision of an expeditious procedure for 

liquidation; 

Inspection of the books and accounts of a 
bank by the Reserve Bank when necessary, 

(riK) Empowering the Central Government to 
take action against banks conducting their affairs m 
a manner detiiental to the interests of the depositors, 
(ix) Prescription of a special form of balance 
sheet and conferring of powers on the Reserve Bank 
1 o call for periodical returns. 

Brief explanatory notes on the several clauses are 
given in the anrexed notes on clauses and a memoran- 
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dum is also attached explaining the changes made in 
the 1944 Bill. 

New Delhi : A. ROWLANDS. 

The 26th February, 1946. 

NOTES ON CLAUSES 

Clause 1 (0—The Bill is confined to companies 
carrying on the business of banking. It would be 
impracticable to include within its scope all institu¬ 
tions and individuals dealing in credit, in view of the 
complex credit structure of the country and the fact 
that money-lending is an item of provincial legislation. 

Clause 2—Except in matters pertaining to bank¬ 
ing it is desirable that the Indian Companies Act 
should continue to be applicable to banking companies. 

Clause 3 —It is unnecessary to include co¬ 
operative banks which are governed by special legisla¬ 
tion. 

Clause 4 —The object underlying this clause is 
that in cases of genuine emergency, c.g., a general 
run on all banks or a run on some bank in a parti¬ 
cular area, Government should have power to suspend 
the operation of the Act after considering the recom¬ 
mendations of the Reserve Bank. The suspension of 
clause 19 will, for instance, enable the Reserve Bank 
to give an advance to tide over a banking crisis 
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against liquid assets maintained by banks under that 
clause. , , , • , in 

s 

definition is intended to conned ba.ik«R ^ J 

with the acceptance of <!«»«"• (l ^ ; nstitutinns in 
the scope of the legislation to tbok ™ ^ 

which funds are deposded pinna _ (ll ,. tl , cr 

safety and ready ^ J lulc 's non-bunking 

advantage «»t jt »ton ; • ^ ^ its or borrow 

companies wiuiu 

money at all. ) 

Clause 6 —Based on Sections 2/7b and 2771.(2) 

-^i£r«SSSK — - 

tors wlule sub-clause t ) Indian 

existing proviso to Section 2771 of 

C ° m ZL ^™is intended to probib,la bank 

from engaging directly or <° 

vities and undertaking t™d«* -£^ hav( . ,,,, 
ordinary banking risks. 
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found to engage in such activities under the guise of 
agency business. 

Clause 9 —It is not intended to prohibit a bank 
from conducting the management of industrial con¬ 
cerns or other non-banking assets which it may have 
acquired in satisfaction of its claims, provided that 
*?uch assets are disposed of within a period of seven 
years. I his period should be sufficient for the realisa¬ 
tion of such non-banking assets. 

Clause 10 —This embodies the new section 277HH 
added to the Indian Companies Act, 1913, by the 
Indian Companies (Amendment) Act, 1944, supple¬ 
mented by a provision disallowing the employment of 
managing agents under some other name, or on a 
salary disproportionate to the resources of the bank. 

Clause 11 —One of the chief defects of the Indian 
banking system is the weak and vulnerable capital 
structure of the vast majority of banks, as evidenced 
by the fact that during the years 1934-43, no less 
than 669 banking companies were liquidated or 
wound up, most of which possessed very poor capital 
resources. Even the minimum of Rs. 50,000 pres¬ 
cribed bv the Indian Companies Act for banks incor- 
poiated after the 15th January, 1937, is low as com¬ 
pared with many other countries, notwithstanding the 
lower standard of wealth in India. Another defect in 
the present banking system is the undue concentration 
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of banking offices in a few cities and towns whereas 
a very large number of small towns have no banking 
facilities. Small banks with low capital have also a 
tendency to open branches in large towns which have 
already sufficient hanking facilities. Clause 11 ( ) 
seeks to remedy these defects. In the case o 
hanking companies incorporated outside British India 
the provisions as regards capital do not afford any rea 
protection, hence the safeguarding provisions ot su>- 

clause (2). . 

Sub-clause (3) follows the recently enacted 

section 277L (2) of the Indian Companies Act. 

Clause 12 —This seeks to impose a limitation on 

the commission payable on the issue of shares by the 

hank. 

Clause 13 —This reproduces Section 277J of the 
Indian Companies Act. 

Clause 77—This embodies sub-sections (1) an< 
(2) of Section 277K of the Indian Companies Act. 
Sub-section (3) of that section lias been omitted m 
view of clause 19 of the Bill which provides for a 

general reserve. 

Clause 15 —This follows Section 277L (0 of the 
Indian Companies Act except that the presen x i c 
turns are to he filed with the Reserve Bank and 

the Registrar. 
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Sub-section (2) of Section 277L, which defines 
the terms “ demand liabilities ” and “ time liabilities,” 
has been removed to clause 5 of the Bill. 

Clause 16 —The clause is intended to prevent 
banks from carrying on trading activities by acquiring 
a controlling interest in non-banking companies. It 
follows the lines of Section 277M of the Indian Com¬ 
panies Act with the modification that the limitation 
on the amount of investment by a banking company 
in the shares of a non-banking company has been 
based with reference to the share capital of the bank¬ 
ing company as well as of the company whose shares 
are purchased and the percentage has been reduced 
to 20 per cent. The words “ issued and subscribed 
share capital'’ have been substituted for the words 
“ issued share capital " as the latter term is somewhat 
confusing and is used indiscriminately. 

Clause 17 —Past failures of several banks in 
India have been due mostly to indiscriminate advances 
to directors or their concerns. An absolute and un¬ 
qualified ban on such transactions would, however, 
result in depriving the banks of the advantage of 
having on their directorate important and experienced 
industrial magnates. A check is therefore prescribed 
on advances to directors and their concerns. 

Clause IS —When the Reserve Bank’s original 
“ Proposals for an Indian Bank Act” were circulated 
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_ ♦ in 1040 suggestions were received 

i si--g s 

in British India should be ‘"^“^nded that banks 
Enquiry Committee had also rcco {rom the 

should be required to take out 

Reserve Bank, such licences ^mited * 

the existing banks Clause^^^ banks fay the 
comprehensive systen be i ng d , en . 

Reserve Bank, the grant of lie g financial 

r» r;" l* SSS. 

condition subject to t or icin does 

case of foreign banks that their co > ‘ J lian 

not discriminate in any manner again:t * 
banks. Existing banks are exempted for a 
five years from the obligation <> ensi o( the 

Provision has also been mac c o i n discrimi- 

opening of branches by banks t 1 

attempt^ .es¬ 
cribe by law what has already beer‘ kec p 

-~r=s 

liabilities One of the worst defects of Indian m 
ine is the propensity of the smaller banks to - 
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securities as defined in the Indian Trusts Act, ex¬ 
cluding immovable property. The proportion of 25 
per cent. i> in accordance with the actual practice 
followed 1 »y smaller banks. 


C louse 20 —The failure of a bank incorporated in 
an Indian State, which ha.-> the bulk of its deposits 
lrom l’riti>!i India but the great part of the assets in 
Indian St ite>, has brought nut the necessity of pro- 
acting tin' interests of British Indian depositors bv 
requiring' >uch banks t<> maintain a reasonable projxjr- 
fion of their British India liability in the form of 
a> ' l ' s > n Brit;- ; India, h.xport Bills are included in 
mu i-M-:.- with a view tn helping Indian exports. 

' ott'-M* 2: I he intention in prescribing an annual 

return of deposits which remain unclaimed for 10 year" 

• 

‘-'ua ' 1 <• 'm'- Reserve Bank to have the necessary 
• • • • # 

' • 1 ,r • - -'re- oi tlie i|uestion whether deposits 

: »r a pre.'crihcd period should 
- e.-nnunt making it responsible 


i 11; t ■ ' 

tor I Her’ r 
future. Sri.;' 
legislation •■! i 
after the lapse ■ 
will be paid over t > A >vi-rnmcnt. 


w'Ci’i ma\ he established i 


in 


• i v 


n e c tiled for. in the banking 
provided there that 
perio 1 of years the deposit^ 


ud 



tut use 22 —I lie exiting return 
the Reserve Bank Act applies ■ 


under Section 42 
>nl\ to scheduled 
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banks and also omits important details like invest¬ 
ments. For an adequate control of banking develop¬ 
ment, it is necessary that the Reserve Bank should 
have a full picture of the banking situation o! the 
country through periodical returns of assets and 
liabilities. It. is also desirable in order that the 
Reserve Bank may be able to discharge its responsi¬ 
bilities as the Central Bank of the country that it 
should be authorised to call for information relating 
to their business from banks. A similar provision is 
contained in the Bank of Knghnd Bill 1945. 

Clause 23 —It is desirable to authorise the 
Reserve Bank to publish in a consolidated form the 
information obtained by it under clause 22 H >1 in¬ 
siders such publication in the public interest. 

Clause 24—X he Form l\ laid down by the Indian 
Companies Act is meant for companies in general ar« 
is not suited to the special requirements of banking 
companies. Many of the smaller banks publish then- 
balance sheets in different forms and there is no 
uniformity <4 presentation. The Banks also close 
their books on different dates making it difficult to 
have a picture of'the banking situation of the country 
as on a particular date. 1 he Central Banking Tnquir) 
Committee, which considered this question in detail, 
recommended a separate form for banking companies. 


I 
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As regards banks incorporated outside British India, 
there is no provision in the Companies Act for the 
publication of separate balance sheets of their Indian 
business. In Forms A and B of the Schedule to the 
Banking Companies Bill, an attempt has been made 
to provide a form of balance sheet and profit and loss 
account specially suitable for banking companies. 

Clause 25 —This provides for the audit of the 
statement.-' prescribed under clause 24. 

Clause 2o —At present, some of the banks publish 
their balance >heets after a considerable period from 
the date to which they relate so that the position of 
the banks remains unknown for an unduly long period. 
1 clause remedies this defect. 

('lause 27 — Tiii> is based on Section 17 of the 
Insurance Act, 1938. 


* i 



India : a. 
cable to . 

This clause pr 
regards the pul 


There i> no provision in the Indian 

the publication of balance sheets 

•uc >rp.mated outside British 

tained in section 126 appli- 

ir r> mated in British India. 

vi ' nihmmitv of treatment as 

• 

>!ira‘: u : V.lance sheets. 


Clause 2 , - > —4 his pr vidts f-m the period of transi¬ 
tion and follows Section 17A of the Insurance Act, 
193S. 



A CASE FOR LEGISLATION 


127 


Clause 30 —>The opinions received on ^e Reserve 
Bank’s " Proposals for an Indian Bank Act in 

in 1940 revealed that public opinion wz* * > 

favour of the inspection of banks by Government 

the Reserve Bank. In view of tins and nr the light 
of the experience gained by the Reserve Bank m con¬ 
nection with the inspection of hanks for tl«• P ur P 0!, “ 
of Section 42 (6) of the Reserve Bank Act, an 
view of possible post-war developments P rl ” “ 
been nude for the inspection, m certain « ^ 

of a bank’s books by the Reserve Bank at the msUnc ^ 

of the Central Government. A regular y 
inspection of all banks does not seem practicable a 
provision has therefore been made for inspection on£ 
where necessary in the interests of depositors, but 
clause (1) generally follows the lines of Section 33 
of the Insurance Act, and sub-clauses (2) and^ 
nuke necessary provision for securing dut hc J. 
tors and officers of the bank furnish all u formats 
and documents requisite for a proper invest.^ ion o 
its affairs Clauses (4) and (5) enumerate the 
corrective measure which the Central Covernmen 

" ,ay clause 31 —This clause is a modification of 
Section 277N of the Indian Companies Act, » 
period of moratorium having been limited t 
months. It is the intention that the report under 
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sub-clause (2) should be submitted by the Reserve 
• Bank. 

Clause 32 —The provisions of the Indian Com¬ 
panies Act in respect of liquidation do not seem to be 
suitable for banking companies. A bank’s business 
is conducted on an over-the-counter basis and it is 
important that current accounts should be withdraw¬ 
able at any time and drafts etc. should be honoured 
on presentation, otherwise great business dislocation is 
likely to result. A provision has, therefore, been 
made under this clause for the winding up of a bank¬ 
ing company if it refuses to meet a lawful demand for 
payment at one of its offices or branches within two 
working days, if such demand is made at a place where 
there is an office or branch or agency of the Reserve 
Bank, or within four working days, elsewhere. The 
clause also authorises the Reserve Bank to apply for 
the liquidation of a banking company if it appears 
from the results of an inspection made under clause 30 
that its affairs arc being conducted to the detriment 
of the interests of its depositors. 

Clause 33 —Experience has shown that the cost 
of liquidation proceedings under the Indian Companies 
Act is high. It has. therefore, been provided in this 
clause that the Reserve Bank should be empowered 
to carry out liquidations so that unnecessary expense 
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and delay in liquidation proceedings may be avoided 
“d that the assets may be realised as speed,ly and 
cheaply as possible in the interests of the creators. 

Clause 34 —This limits the powers of the Com 
to stay proceedings to cases in which .t » ^t.sfied 
that the depositors can be paid in lull. 

Clause 35 —The period prescribed under sec ion 

177B, of the Indian Companies Act Sl1 . ni * 

sion of a preliminary report by the oihcial hquidato 

is too long in the case of a .banking company and 

clause is intended to remedy this defect. 

Clause 36 —In the case of bankmg company 

rapidi y hi liquidation is essent.al if the assets are no 

to cold or to be dissipated. The prov.smns for 

filing meetings of creditors to discuss arrangement 

^ to appoint an advisory committee to work w t 

the official liquidator should, therefore be resem *. 

in the case of hanking companies unless the 

considers that this should be done. 

Clause 37 —This simplifies the formaliho 

depositors proving their debts. 

Clause 33- It has been found that bankmg com¬ 
panies in a shaky condition take advantage < 
voluntary winding up proceedings or niampuism 
proceedings to the disadvantage o. the deposdors who 
are a scattered body and are unlikely to take 

9 
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certed action. The clause is intended to prevent such 
abuses. 

Clause 3V —This clause is intended to make 
amalgamations of banks subject to the approval of 
the Reserve Bank so as to prevent amalgamations 
between unsound companies. 

Clause 40 —This provides for penalties in the 
event of non-compliance with the provisions of the 
Act. 

Clause 41 —1 his is based upon section 278 of 
the Indian Companies Act. 

Clause 42 —This is based upon section 279 of the 
Indian Companies Act. 

Clause 43 —This empowers the Central Govern¬ 
ment to make regulations under the Act after con¬ 
sultation with the Reserve Bank. 

Clause 44 —This is a consequential amendment. 

(louse /:>—The experience of the working of 
section 42 (6) of the Reserve Bank Act indicates the 

amending it in the following respects 

(1) I be authority to include in or exclude from 
the second schedule any bank should vest in the 
Reserve Bank rather than the Central Government, 
as the former is in the best position, and the latter 
has no independent means of verifying whether the 
bank satisfies the requirements of the section. 
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(2) In views of the increased status and the 
general impression of soundness created by the in¬ 
clusion of a bank in the schedule, a further enter,on 
should be added for admission, namely, that the 
affairs of the bank concerned are not being conductec 
to the detriment of the interests of its depositors an 
provision should he made for exclusion from the 
schedule if the hank ceases to satisfy this condition. 

(3) Provision is also necessary for the grant of 
extensions of time to a hank before its exclusion to 
enable it to set its affairs in order where it appears 
that there is a reasonable prospect of an improveniei 
in its affairs during the period. 

(4) The term ‘value' for the purposes of (he 
section should be clearly defined as the real or 
exchangeable value of the capital and reserves and not 
the nominal value as shown in the bank s books 
provision should also be made for the settlement of 

any dispute in this regard. 

This clause seeks to amend section 42 (6) on 

these lines. 

Clause 46 —Repeals. 


APPENDIX B 


BANKING COMPANIES BILL 

L. A. Bill No. 26 of 1944 

. I Hill to consolidate and amend the laze rotating 
to hanking companies 

Whereas it is expedient to consolidate and 
amend the law relating to banking companies : 

Tt is hereby exacted as follows :— 

PART I 

PRELIMINARY 

1. Short title, extent and commencement. — (1} 
This Act may be called the Banking Companies Act, 
1945. 

<~) It extends to the whole of British India. 

<-?) It shall come into force on such date as the 

Central Government mav. bv notification in the 

• • 

official Gazette, appoint in this behalf. 

2. .Application of other lazes not barred .—The 
provisions of this Act shall he in addition to, and not, 
save as hereinafter expressly provided, in derogation 
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of, the Indian Companies Act, 1913 (VII of 1913), 
and any other law for the time being in force. 

3. Act not to apply to co-operative banks.— 
Nothing in this Act shall apply to a co-operative 
bank registered under the Co-operative Societies Act, 
1912 (II of 1912), or any other law for the time 
being in force in British India relating to Co-operative 


Societies. 

4. Power to suspend operation of Act.—O ) 1 be 
Central Government, if on a representation made by 
the Reserve Bank in this behalf it is satisfied that it 
is expedient so to do, may be notification in the 
official Gazette suspend for such period, not exceed¬ 
ing sixty davs, as may be specified in the notification, 
the operation of all or any of the provisions of this 
Act, either generally or in relation to any specified 

banking company. 

(2) In a case of special emergency, the Governor 
of the Reserve Bank, or in his absence a e P" > 
Governor of the Reserve Bank nominated by him 
this behalf, may in like manner exerc.se the powers. n 
the Central Government under sub-section >. < 
where he does so, he shall report the matter to the 

Central Government forthwith. 

(?) The Central Government may, by notified 
lion in the official Gazette, extend from time to tune 
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the period of any suspension ordered under sub¬ 
section (1) or sub-section (2) for such period, not 
exceeding sixty days at any one time, as it thinks fit. 

5. Definitions. —In this Act, unless there is any¬ 
thing repugnant in the subject or context,— 

(a) " approved securities ” means securities in 
which a trustee may invest money under clause (ci), 
clause (&), clause t bb), clause (cj or clause ( d ) of 
section 20 of the Indian Trusts Act 1882 (II of 
1882) ; 

( b) “banking” means the accepting of deposits 
repayable on demand ; 

(r) “hanking company” means any company 
which may be wound up under the Indian Companies 
Act. 1913 (VII of 1913) and which transacts the 
business of banking in British India ; 

(d) "Court” means the Court having jurisdic¬ 
tion under the Indian Companies Act, 1913 (VII of 
1913) ; 

( c) "demand liabilities” means liabilities which 
must be met on demand, and " time liabilities ” means 
liabilities which are not demand liabilities ; 

(/) "managing agent ” means a person, firm or 
company entitled to the management of the whole 
affairs of a company by virtue of an agreement with 
the company, and under the control and direction of 
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the directors except to the extent, if any otherwise 
provided for in the agreement, and includes y 
person, firm or company occupying such position by 

whatever name called : . 

rplanation .—If a person occupying the position 

of managing agent calls himself manager or managing 

director, lie shall nevertheless be regarded as manag 

ing agent for the purposes of this Act 

(tt) “prescribed” means prescribed by 1 

under this Act : - : n 

(,,) “registrar" has the same meaning as n 

clause (15) of sub-section (1) of *ction 

Indian Companies Act. 1913 (MI o ’ 

(f) “ Reserve Bank” means the Reserve Bank 

of India : , 

(/) “ scheduled bank" means a bank for ^ 
time being included in the Second Schedule^ 

Reserve Bank of India Act. 1*54 (II of 1934). 

PART II 

Business of Banking Companies 

- 

may engage.—(1 ) enlace in any one 

of “ "ns business, namely 


t 
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(a) the borrowing, raising, or taking up of 
money ; the lending or advancing of money either 
upon or without security ; the drawing, making, 
accepting, discounting, buying, selling, collecting and 
dealing in bills of exchange, hoondees, promissory 
notes, coupons, drafts, bills of lading, railway receipts, 
warrants, debentures, certificates, scrips ^nd other 
instruments, and securities whether transferable or 
negotiable or not ; the granting and issuing of letters 
or credit, travellers cheques and circular notes ; the 
buying, selling and dealing in bullion and specie ; the 
buying and selling of foreign exchange including 
foreign bank notes ; the acquiring, holding, issuing on 
commission, underwriting and dealing in stock, funds, 
shares, debentures, debenture stock, bonds, obligations, 
securities and investments of all kinds ; the purchas¬ 
ing and selling of bonds, scrips or other forms of secu¬ 
rities on behalf of constituents or others, the negotiat¬ 
ing of loans and advances ; the receiving of all kinds 
of .bonds, scrips or valuables on deposit, or for safe 
custody or otherwise r the collecting and transmitting 
of money and securities: 

(/>') acting as agents for Governments or local 
authorities or for any other person or persons ; the 
carrying on of agency business of any description other 
than the business of a managing agent of a company 
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including the power to act as attorneys and to give dis- 

charges and receipts; ... on ,i 

( c) contracting for public and private loans and 

negotiating and issuing the same ; 

(d) the promoting, effecting, insuring, guaran¬ 
teeing. underwriting participating in managrug an 1 
carrying out of any issue, public or pnv'ate of Mate, 
Municipal or other loans or of shares, sto 

tunes, or debenture stock of any company, corp rat 
or association and the lending of money for 
purpose of any such issue : . 

( e ) carrying on and transacting exer > 
guarantee and indemnity business . 

(f) promoting or financing or assisting m pro¬ 
moting or financing any business undertaking 
industry, either existing or new. and develop., g or 
forming the same either through the instrumental! > 

of syndicates or otherwise ; 

Iff) acquisition by purchase, lease, exchange hnre 

or otherwise of any property unmoral> <- °* av 

and any rights or privileges winch the compani 
think necessary or convenient to acquire or he acqu 
sition of which in the opinion of the company > 

to facilitate the realisation of any sccur 
the company or to prevent or dimmish an> apt 

bended loss or liability , 
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(h) managing, selling and realising all property 
movable and immovable which may come into the 
possession of the company in satisfaction or part 
satisfaction of any of its claims : 

(0 acquiring and holding and generally dealing 
with any property and any right, title or interest in 
any property movable or immovable which may form 
part of the security for any loans or advances or which 
may be connected with any such security : 

( j) undertaking and executing trusts ; 

(/v’j undertaking the administration of estates as 
executor, trustee or otherwise ; 

</) taking or otherwise acquiring and holding 
shares in any other company having objects similar to 
those of the company ; 

( ni ) establishing and supporting or aiding in the 
establishment and support of associations, institutions, 
funds, trusts and conveniences calculated to benefit 
employees or ex-employees of the company or the 
dependents or connections of such persons ; granting 
pensions and allowances and making payments 
towards insurance : subscribing to or guaranteeing 
moneys for charitable or benevolent objects or for any 
exhibition or for any public, general or useful object ; 

in) the acquisition, construction, maintenance 
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s„d alteration of any building or works necessary 
convenient for the purposes ot the company 

, o) selling, improving, managing, developing. 

&&***&£” 

part of the property and rights of t ie eompa . 

(M acc,airing and undertaking the whole or any 

'2 .r:.inL - m ,«•»« 

such business is of a nature enumerated or <le.c 

in this section; . •, tq i 

' ' (n) doing all such other things as are r > . 

or conductive to the promotion or advancement of the 

business o f the company . 

(r) any other form of business which Q^ zet t c 
.Government may by natificatmn m t « o c ^ fQr 
specify as a form of business in which 
a banking company to engage. . ,. aU ,l 

(2) No banking company wV am , ( on n 

in or outside British India shall eng-k sull . 

of business other than those referred 

7 . Ule of words 

(J)After the expiry of two vea from ^ on 

mencement of this AcG no compa us es 

the business of hanking in British India 
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as part of its name at least one of the words “ bank ”, 
“ banker ” or “ banking 

(2) Every company which uses as part of the 
name under which it carries on business anv of the 
words “hank”, “banker” or “banking” shall be deemed 
to he a hanking compare and shall he subject to the 
provisions of this Act as such. 

8. Prohibition of trading .—Notwithstanding any¬ 
thing contained in section 6 or in any contract, no 
banking company shall directly or indirectly deal in 
the buying or selling or bartering of goods, or engage 
in any trade, or buy or sell or barter goods or articles 
of merchandise for others : 

Provided that this section shall not apply to any 
such business as aforesaid which was in the course of 
being transacted on the 1st day of January, 1945, so 
however that the said business shall be completed 
before the expiry of one year from the commence¬ 
ment of this Act 


Explanation .—The expression “goods” in this 
section does not include stocks and shares. 


9. Disposal 
banking company 
it! satisfaction of 


oi non-bankinq assets .—Where anv 

» * 

acquires or has acquired any assets 
claims in the course of its bank¬ 


ing business, being 
lawful under sccti 


I'-'Cts in respect of which it is not 
<> or section 8 for the company 
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to transact business, it shall dispose of such assets 
within a period of seven years from the date of its 
acquisition of such as>ets or from the commencement 
of this Act, whichever is later-: 

Provided that the Reserve Hank may m any 
particular case extend the said period by such perioc 
not exceeding three years as it thinks fit where it is 
satisfied that such extension would be in the interest 
of the depositors of the banking company. 


10. Prohibition of employment of mamujing 
agents and restrictions on certain forms of >mpo\ 
ment.-r -No banking company, whether incorporated 
in or outside British India, which carries on business 
in British India, shall after the 30th day of June 
employ, or be managed by. a managing agent, or any 
person whose remuneration or part of "bosi remu 
neration takes the form of commission or of a share 
in the profits of the company, or whose remunera ion 
is on a scale disproportionate according to t e norm, 
standards prevailing in banking business to the re¬ 
sources of the company, or any peison havin„ a co 
tract with the company for its management for a 
period exceeding five years at any one time : 

Provided that the said period of five years shall 
in relation to contracts subsisting on the 1st day o 
July 1944. be computed from that date : 
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Provided further that any contract with the com¬ 
pany for its management may be renewed or extended 
for a further period not exceeding five years at a 
time if and so often as the directors thick fit, 

11. Restrictions on commencement of business 
and conditions for carrying on business. —(2) Not¬ 
withstanding anything contained in section 103 of the 
Indian Companies Act, 1913 (VII of 1913), no bank¬ 
ing company in existence on the 1st day of January 
1945 shall after the expiry of two years from the com¬ 
mencement of this Act carry on business in British 
India and no other banking company shall after the 
commencement of this Act commence or carry on 
business in British India, unless it has a paid-up 
capital and reserve— 

(j) of not less than twenty lakhs of rupees, if 
it has a place of business in India outside the pro¬ 
vince in which it has its principal place of business or 
if it lias its principal place of business elsewhere in 
in India than in British India, or 

(ii) in a case to which clause (i) does not apply, 
of not less than— 

(a) five lakhs of rupees in respect of a place of 
business at. Bombay or Calcutta, plus (b) Two lakhs 
of rupees in respect of each town (other than Bom¬ 
bay and Calcutta) having a population of over 
1,00,000 in which it has a place of business, plus 
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(c) ten thousand rupees in respect of each 
place of business elsewhere : 

Provided that in the case of a banking company 
to which only sub-clause (c) of clause (») is appli¬ 
cable the minimum amount of paid-up capital am 
reserve for the purposes of this sub-section shall be 

one lakh of rupees : 

Provided further that no banking company shall 
be required to have paid-up capital and rescne 

exceeding twenty lakhs of rupees. 

(2) A banking company incorporated elsewhere 
than in British India or the United Kingdom shall be 
deemed to have complied with the provisions of sub¬ 
section (7) only if it keeps deposited with the 
Reserve Bank an amount not less than the minimum 
amount of paid-up capital and reserve required.in 
case under that sub-section either in cash or m un¬ 
encumbered approved securities or partly in cash an 
partly in such securities. 

(3) No banking comjiany, whether incorporated 
in or outside British India, if incorporated on or 
after the 15th day of January 1937, shall after, t ie 
30th day of June 1946 carry on business in MriUsU 
India unless it satisfies the following conditions, 

namely :— 

(a) that the subscribed capital of the company is 
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not less than half the authorised capital, and the paid- 
up capital is not less than half the subscribed capital, 

and 

<fr) that the capital of the company consists of 
ordinary shares only, or ordinary shares and such 
preference shares as may have been issued before the 
1st day of July 1944 only, and 

(c) that the voting rights of all shareholders are 
strictly proportionate to the contribution made by the 
shareholder, whether a preference shareholder or an 
ordinary shareholder, to the paid-up capital of the 


company. 

12. Prohibition of charge on unpaid capital.— No 
hanking company shall create any charge upon any un¬ 
paid capital of the company, and any such charge shall 

lx- invalid. 


13 . Resave Fund.— Every linking company 
not being a scheduled bank shall maintain a reserve 
fund, and shall out of the declared profits of each 
year and before any dividend is declared, transfer a 
sum equivalent to not less than twenty per cent, of 
such profits to the reserve fund until the amount of 
the said fund is equal to the paid-up capital. 

14. Cash reserve .—Every banking company not. 
being a scheduled bank shall maintain by way of cash 
reserve in cash a <um equivalent to at least one and a 
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hilt ner cent, of its time liabilities and five pvr vent. 

of its demand liabilities and shall file with 

Bank before the tenth clay of every n onth three 

conies of a statement of the amount so held 
Friday of each week of the preccuu 
particulars of its time and demand Labilities on 

such Fridav. 

15. Restriction on nature of subsidiary <o,u- 
panies—il) A banking company shall not fmm .m 
' subsidiary company except a -hsidiary compaiiy 
formed for ore or more of the folio" u,. 1 . 

nam-lv the undertaking and executing of t.u.ts, 

Z - iking of the administration of estates a- execu¬ 
tor trustee or otherwise, or such other purposes s 
ol ,t in section 6 as are incidental to the ..<« 

hanking. . , . nn k- 

r arsis trr 

“hether 1 as ■ pledges, m,-rtgagee or atw,lu 1 e «««|. ^ 
an amount exceeding forty per cent, of the 
subscribed share capital of tnat company . 

Provided that nothing m ^^ ^^re 
apply to shares held by a banking lompam 

15th day of January 1937. 

16. ReM„, oh loa,, I «<* ■'''; 
withstanding anything to the contrary 

10 
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section 54A of the Indian Companies Act. 1913, 
(VII of 1913), no hanking company shall make any 
loans or advances on the security of its own shares, 
or grant unsecured loans or advances to its directors 
or to firms or companies in which it or any of it* 
directors is interested as partner, director or manag¬ 
ing agent. 

17. Licensing oj banking companies incorporated 
outside British India or United Kingdom. —( 1) No 
company incorporated elsewhere than in British India 
or the United Kingdom which is not at the commence¬ 
ment of this Act carrying on the business of hanking 
in British India shall commence such business or open 
any branch or office for the purpose of such business, 
in British India without previously obtaining a licence 
from the Reserve Bank. 

(2) Before granting any such licence, the Reserve 
Bank may require to he satisfied that— 

( a) the company is incorporated in a country, 
the Government, or law of which does not discriminate 
in any way against banking companies registered in 
British India, and 

(b) the company complies with all the provisions 
of this Act applicable to hanking companies incor¬ 
porated outside British Jndia. 

(3) The Reserve Rank may cancel any licence 
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granted under this section on ^ breach ^ 

any condition re<|Uired to Ik satisn 

licence was granted, or if the comply .:«es to ca^ 

„„ the business of banking m British India g 

into liquidation. 

ment of this Act, e\cr> * „™ r nved securities 

in cash, gold or -encundwred ^ 

valued at a price not - ()f | )US iness 

price an amount which shal no < 
on any day he less than t-nty-hve - • 

total of its time and demand liabilities 

India. . . t } OM 

Expl«m’tiou,--Vov the purposes ol the 

liabilities shall not include ‘he I I i„ s s 

reserve or any credit balane"^ any loan 
account of the company or the ai 
taken from the Reserve Hank. 

idKcn nun . nurooscb 

(2) In computing the ^ J, e r mb- 

of sub-section (/). the < c]><» with the Reserve 

section (2) of section U to he mad ^dV where 

Bank by a tanking COn,pa1 '-' " ite( , Kin g ( |om and the 
than in British India or > Reserve Bank 

to be maintained 
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with the Reserve Bank by a scheduled bank shall be 

deemed to be cash maintained. 

( w ?) For the purpose of securing compliance with 
the provisions ol" this section, every banking company 
shall, not later than two working days after the last 
date to which it relates, furnish to the Reserve Bank 
in the prescribed form and manner a weekly return 
showing the liabilities of the banking company at the 
close of each day of the week to which it relates. 

IV). .-Isscts in Hritisli India. —(7) At the close 
of the last working day of each calendar year the 
assets in British India of every banking company shall 
not be less than seventy-five per cent, of its time and 
demand liabilities in British India. 

i 2) F.verv banking company shall before the 1st 
day of February in each year submit to the Reserve 
Bank a return in the prescribed form and manner of 
such assets and liabilities as at the close of the last 
working day of the previous calendar year. 

i.?) Fur the purposes of this section assets in 
British India shall be deemed to include such promis¬ 
sory notes, bills of exchange and securities as the 
Reserve Bank under the Reserve Bank of India Act, 
1 Q.U (II of 1<M4). empowered to purchase, discount 
or make advances against, and export bills drawn in 
India and expressed in such currencies as the Reserve 
Bank may from time to time approve in this behalf. 
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20 Monthly returns and information regarding 

advances and investments.-U ) Every banking com¬ 
pany shall before the close of the month succeeding 
that to which it relates submit to the Reserve Bank 
a return in the prescribed form and manner »w 
its assets and liabilities in Brit,sh India us at the cl . 

of business on the last brulay of every m, ’‘ 

that Friday is a public holiday under the Negot, ible 

Instruments Act. 1881 (XVI of 1881). the close of 
business on the preceding working day. 

(2) The Reserve Bank may call for information 
every half-year regarding the classification of « vam • 
and investments of banking companies u, respec 
industry, commerce and agriculture. 

, 2 ) T j ie Reserve Bank may puUlidi the in oinu 

tion so obtained from the returns under this sec on 
in such consolidated form as ,t may think - 

21. Return of unclaimed debits.- 
ing company shall, within thirty days a er 
of each calendar year, submit a return n the P- J 

form and manner to the Reserve ^ 

of such calendar year of all accounts u, BritU, ^ 

which have not been operated upo • 

giving particulars of the deposits standing to 

of each such account : . 

Provided that in the case of moneys deposited 
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a fixed period the said term of ten years shall be 
reckoned from the date of the expiry of such fixed 


22. Mcounts and balance sheet. (1) At the 
expiration of each calendar year every banking com¬ 
pany incorporated in British India, in respect ot 
business transacted by it, and every banking company 
incorporated outside British India which carries on 
business in British India, in respect of all business 
transacted through its branches in British India, shal 
prepare with reference to that year a balance sheet and 
profit and loss account as on the last working day ot 
the year in the Forms set out in the Schedule or as 
near thereto as circumstances admit. 

^2) The balance >heet and profit and loss account 
shall be signed— 

(<,) in the case of a banking company incorporat¬ 
ed in British India, bv the manager or the principal 
officer of the company and where there are more than 
three directors of the company, by at least three ot 
those directors, or where there are not more than 
three directors, by all the directors, and 

(b) in the case of a banking company incorporat¬ 
ed outside British India, by the manager or agent ot 
the principal office of the company in British India. 
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, 3 , «.rir7, 

hanking company i* « n<1 „ thc form marked 

,9.3 (VII of 1913). the ,.ro~ account 

ing to the balance »hee a m f ^ ^ afe not jnconsis- 
of a company *hall, m > ‘ ))a , ancc shee t or profit 

tent with this Act. app > ‘ v , |e> of a banking 

and loss account, as the c. » 

C — y - „ The balance sheet and profit and 

,oss touor prepaJ, In glance with .. 

in British Imba by £ Companies Act. 190 

^ rr 3 r4«W •* O act anab.n o. 

companies, and , , nki „„ company incorporal- 

( b ) in the case of a hank an au ditor as 

cl outside British India J ificd to be an auditor 

aforesaid, or hy a per so > jjj the company 

under the law of the country m 

... fgSZtSL 

Z SIS£ ...<«■’ «■-" 
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on, auditors of companies by section 145 of the Indian 
Companies Act, 1913 fVII of 1913). ( 

24. Submission of returns .—The accounts and 
balance sheet referred to in section 22 duly audited 
shall be printed, and three copies thereof shall he 
furnished as returns to the Reserve Bank within three 
months from the end of the period to which they refer. 

Provided that the Central Government may in 
am else extend the said period of three months tor 
the furnishing of such returns by a further period not 
exceeding three months. 

25. lixemption from certain provisions oj .let 
I'll of P'/.V--Where a hanking compary in any year 
‘urni'he> its balance 'beet and accounts in accordance 
with the provisions of section 24, it may at the same 
time -end to the registrar three copies of such balance, 
sheet and ace >u ts. md where such copies are so sent, 
it, shall not he m\ e>s,uv for the compare to file copies 
of tin balance sheet and accounts with the registrar 


Will 


\ • 1 


as rcniiirril !»v 
* • 

lndi m Conn.anicv 
copies so s ( • ' 
and s!eill lie dea 
tiled in an ordaiuv .vi 

2o. Pis pin \ 
ponies incorporate \ 


>n ( 7 i of section 134 of the 
:. I'M3 (VII of 1913). and such 
chargeable with the same fees 
all respects as if they were 
■' that -action. 

V.' balance sheet by cotn- 
. Hntish India .—Every 


• \ 
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banking company incurporat.^o.^.lejnt^^ 

which carries on business in 

later than the first Monday in Angus of am >« 

which it carries on business m n is 1 ' ( j 

in a conspicuous place in its principal other a 1 
every branch office in British India a copy of its last 
audited balance sheet and profit and loss acum. . • 
shall keep the copy so displayed ur.,1 rPa d 
copy of the subsequent balance sheet and profit 

loss account. 

27. Accounting provisions Hus .1,1 
retrospective. —Nothing in this Act shall apply ' 
preparation of accounts by a barking minium ^ 
the audit and submission thereof m u- M Rl ■ 

accounting year which lias expired pn i ( | 1( . 

commencement of this Act. and ""'withstand , 
other provisions of this Act. such accnun s ^ d 

prepared, audited and 

the law in force immediately bit on. 

of this Act. 

28. Inspection.— ( / ) Without prejudice ^ 
Provisions curtained in m3 1. the 

hi, 

"eve that the interests of' f ^^bmiking company i> 
company are in danger or 
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unable to meet its obligations or has made default in 
complying with any of the provisions of this Act or 
that an offence under this Act has been or is likely to 
be committed bv a banking company or any officer of 
a banking company or that it is otherwise desirable 
or necessary, direct the Reserve Bank to inspect the 
banking company, its books and accounts and make 
a report thereon to the Central Government. 

(2) On receipt of a report under sub-section (!)• 
the Central Government if it is satisfied from the 
report that the affairs of a banking company are being 
conducted to the detriment of the interest of its 
depositors, may— 

((/ > by order in writing prohibit the banking 
c mpanv from receiving fresh dejmsits, or 

( h) if the banking company is a scheduled bank, 
notwithstanding anything contained in sub-section 
to) of section 42 of the Reserve Bank of India Act. 
1934 (II of 1934). by notification in the official 
Gazette direct the exclusion of the banking company 
from the Second Schedule to that Act. or 

(c) direct the Reserve Bank to apply for the 
winding up of the barking company, or 

(,/) act in n -pect of the banking company under 
more than one the foregoing clauses : 
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Provided that, the Central Government may 
cancel or modify any order passed under tins sub¬ 
section upon such terms and conditions as it may think 

fit to impose. 

(?) The Central Government may. after 
reasonable notice to the banking company, publish the 
report submitted by the Keserve Hank or such l»«*' t,on 
of it as may appear neee-ary to the kennal 

tnent. 

29. Penalties.—(1) H default is made in comph - 

• * *• tiii P'lrt every direct'" 

ing with the requirements of this a • • , 

or other officer of the company who is bn « - 

wilfully a party to the default si,all he liable o • ™__ 
not exceeding five hundred rupees lor eve, vd.. 
which the default continues. 

,2) Without prejudice to the provision- 

section If), if any bunking company lad- ' > 
with .he provisions of section 1* or seenoi, U J-' 
Reserve Bank shall by notice in writing makej ^ ^ 

to the hanking company to comp > ; 

sions within thirty -lays from the rcccip .. la n ^ 

and if the hanking company fails so to do. _ 

Bank shall apply to the Court for the winding I ' 

the hanking company 
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PART [II 

Suspension of Business and Winding up of 

Banking Companies 

30. Suspension of business. —( 1 ) The Court 
may on the application of a banking company which 
is temporarily unable to meet its obligations make an 
order staying the commencement or continuance of all 
actions and proceedings against the company for a 
fixed period of time on such terms and conditions as 
it. shall think fit and proper, and may from time to 
time extend the period up to a total period not exceed¬ 
ing three months in all. 

(.<?) No such application shall be maintainable 
unless it is accompanied by a report of the Reserve 
Bank indicating that in the opinion of the Reserve 
Bank the banking company will be able to pay its 
debts if the application is granted : 

Provided that the Court may, for sufficient 
reasons, grant relief under this section even if the 
application is not accompanied by such report. 

31. Winding up by Court .— (7) Without pre¬ 
judice to the provisions contained in section 162 or 
section 271 of the Indian Companies Act, 1913 (VII 
of 1913), ard without prejudice to its powers under 
section 30. the Court shall order the winding up of a 
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/ 


banking company if it is unable to pay its debts, and 
the Court shall also order the winding up of a hank¬ 
ing company if the Reserve Bark, which is hereby 
authorised so to do, applies in this behalf to the Court 
on either of the following grounds, namely :— 

(a) that it appears from the residts of an inspec¬ 
tion made under section 2S that the affairs of the 
company are being conducted, to the detriment ol the 
interest of its depositors, or 

(If) that the company has failed to comply with 
the provisions of section IS or section 19, and with a 
notice served upon it order >uh-section (2) of section 

29. 


(2) Without prejudice to the provision-, con¬ 
tained in section 163 of the Indian Companies Act. 
1913 (VII of 1913), a banking company shall be 

deemed to be unable to pay its debts if it lias refused 
to meet any lawful demand for paymci t made at any 
of its offices or branches within two working dn\ - 
such demand is made at a place when there b an 
office, branch or agency of the Reserve Bank. ' 
within four working days if such demand b m; “ lr 


elsewhere. 

(.?) A copy of every application by the Reserve 
Bank under sub-section </) shall be sent bv tin 
Reserve Bank to the registrar. 
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32. Reserve Bank to be official liquidator.-- Not¬ 
withstanding anything to the contrary contained in 
section 175 of the Indian Companies Act, 1913 (VII 
,,f 1913 ). the Reserve Bank slia.ll he appointed as the 
official liquidator in relation to the winding up by 
Court of a banking company. 


33. Stay oj proceedings. —Notwithstanding any¬ 
thing to the contrary contained in section 173 of the 
Indian Companies Act, 1913 (.\ II of 1913). the Court 
shall not make any order staying the proceedings in 
relation to the winding up of a banking company, 
unless the Court is satisfied that an arrangement has 
been made whereby the company can pay its deposi¬ 
tors in full as their claims accrue. 


34. Report of liquidator. —Notwithstanding any¬ 
thing to the contrary contained in section 177R of the 
Indian Companies Act, 1913 (VII of 1913), where a 
winding up order is made in respect of a banking 
company, the official liquidator shall submit a preli¬ 
minary'report to the Court within two months from 
the date of the order giving the information require 
|,y that section so far as it is available to him, to 
enable the Court to order the payment of a preli¬ 
minary dividend if sufficient assets are available. 

35. Power to dispense with Meetings of creditors, 
etc .—Notwithstanding anything to the contrary con- 
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tained in sections 178A and 183 of the Indian Com¬ 
panies Act, 1913 (VII of 1913). the Court may in tin- 
proceedings for winding up a hanking company dis¬ 
pense with any meetings of creditors or contributories 
or with the appointment of a committee of inspection 
if it considers that no object will be secured thereby 
sufficient to justify the delay and expense. 

36. Booked depositors' credits to be deemed 
proved .—Notwithstanding anything to the contrary 
contained in section 191 of the Indian Companies Act. 
1913 (VII of 1913), the Court shall deem that ie 
amounts shown in the books of a banking company as 
standing to the credit of depositors are proved wiiho i 
requiring further proof from the depositors concern^ 
unless the official liquidator shows that tluu C 
for doubting any particular entry. 

37. Restriction on voluntary windiiuj up. Not¬ 
withstanding anything to the contrary cmitaimd 
section 203 of the Indian Companies Act. 1913 < \ 
of 1913), no banking company may be volun'•" > 
wound up unless the Reserve Bank certu.c< m 
writing that the company is able to pay m t" 11 1 ' 
debts to its creditors as they accrue, and wU-mu 
prejudice to the provisions contained m section- 
and 220 of that Act, the Court shall, on the a p|>'c ‘- 
tion of the Reserve Bank, order the winding up ol the 
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company by 

voluntary winding up proceedings the company is not 
able to meet such debts as they accrue. 

PART IV 


Mi scellaneous 

38. Power of Central Government to wake 
rules— i J) The Central Government may, after con¬ 
sultation with the Reserve Bank, make rules consistent 
with this Act to provide for all matters tor which 
provision is necessary or expedient for the purpose of 
giving effect to the provisions of this Act. 

(2) In particular, and without prejudice to the 
generality of the foregoing power, such rules may 
provide for the details to be included in the returns 
required by this Act and the manner m which sue i 

returns shall be submitted. 

{ ?) All rules made under this section shall he 
published in the official Gazette and shall be subject 
to the condition of previous publication, and the date 
to be specified under clause (?) of section 23 of the 

('.eneral Clauses Act. 1897 (X of 1897V shall not ie 
less than six months from the date on which the draft 
df ihe proposed rides was published. 
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39. Amendment of section 1/, Act II of ^ 

In section 17 of the Reserve Bank of Ind.a A t 

1934 the word “ and " at the end of clause (L>) of 

section 17 shall be omitted, and after that clause 

following clause shall be inserted, namely . 

“ (f 5A) the performance of the funct.ons of the 

Bank under the Banking Compames Act, 1-MS , 

40. Repeal of Part XA Act^^/jf ^ 

cvn m 3) . « ^ 

repealed. 

STATEMENT OF OBJECTS AND 

REASONS 

The provisions of law relating to banking com- 

panies at present form a d°arc° contained 

general law applicable to comp These 

in Part XA of the Indian Compan.es -W t 
provisions, which were first introduced n,9 
which have undergone two subsequent 
luve proved inadequate and ci 'cu^ ^ Co ,„ p anies 

Moreover while the P r ‘ ma, >' J , stock-holder, 

Law is to safeguard the m ere of the « ^ q( 

that of banking legislation shou therefore been 

the interests of the depositor. It has therefore b 

felt for some time that separate legislation was 


11 
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sary for the regulation of banking in India. This 
need has become the more insistent on account of the 
considerable development that has taken place in 
recent years in banking, especially the rapid growth 
of banking resources and of the number of banks and 
branches. The enactment of a separate and more 
detailed Act has in consequence now become impera¬ 
tive. Regard must also be had to the fact that the 
banking system is likely in the post-war period to be 
more vulnerable by reason of the great expansion, 
both quantitatively and relatively, that has taken 
place in demand deposits, as compared with time 

deposits, during the war years. 

2. The provisions of Part XA of the Indian Com¬ 
panies Act. which part will now be repealed, are in¬ 
corporated in the Bill with certain modifications and 
the addition of several new provisions designed to 
safeguard the interests of depositors and to ensure 
the development of banking in India on sound lines. 
The main features of the Bill are as follows : 

(i) The simple definition of banking with the 
object of limiting the scope of the legislation to ins¬ 
titutions in which the funds are deposited primarily to 
ensure their safety and ready withdrawahilitv ; 

(ii) Prescription of minimum capital standards : 

(iii) Prohibition of trading with a view to eli¬ 
minating non-banking risks ; 
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(iv) Inclusion in the sco|>e ot the legislation o 
banks incorporated or registered outsule Bnt.sb 

IlK ' ia ( ;) Provision of an expeditious procedure for 

H<1Uid (v t i)"inspection of the books and accounts of a 
bank by the Reserve Bank "^^e Inment to 

“ “Sr S specf 1 

sheet and conferring of power* o 

to call for periodical returns. ^ RAISMAX. 

New Delhi, 

The 14th November, 1944. 


Md. Hafi, 

Secy, to the Govt. Ot Indio- 


appendix c 


A memorandum (as drafted by the author of 
this book) and submitted on behalf of an Association 
of banks in the matter of the 1944 Bill. 

This Association recognises that there is an 
urgent necessity for legislation so designed as to 
ensure healthy development of banking in India. 

The bill introduced in the Central Legislative 
Assembly on the I 6 U 1 Nov. 1944 and now in circula¬ 
tion for eliciting opinion has received anxious and 
careful consideration of the Association. 

The Association agrees that in the context of 
war-time developments any well conceived banking 
legislation must take note of the undue preponderance 
of demand liabilities bom oi the prevailing infla¬ 
tionary conditions. 

But the Association fears that on the assumption 
that there has been considerable development in bank¬ 
ing and rapid growth of banking resources (as set out 
in the statement of Objects and Reasons) the bill has 
been framed on lines suitable for a country which is 
adequately served in respect of banking needs. 

The Association ventures to urge that; following 
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the growth of banking legislation <^nada banking 
law in India should adopt a course of periodicd rev 
sion in the light of developments covering a p nod of, 
sav a decade. It. is a further contention of the Ass 

ciation that legislation for the first. P° 5t ''™ r pCr ' 
of ten years should proceed on the assumption tl at 

hanking in India now requires to he nursed not y 

into shape but also into size. 

The suggestions offered kelowjoi 1110c^ 

the detailed provisions ot the i * .. j s 

believes, receive sympathetic consic er< 
sufficiently realised that without a con.ide ^ 
wide development of banking. soun< nc a cons j- 

will as surely defeat realisation as \\\ w iM 

derable and wide market a gilt-edgcf 

remain a frozen asset. .-*„<idefd views 

. It is now proposed to express couMckr.d 

of the Association on the Hill ° 

( 1 ) Re ; Sec. 5 (O con . 

• The definition of “banking company • 

tained herein is not 

should be widened in scopi C .. 1V { up 

sons other than companies that. ma > lX i 0 n.l 

under the Indian Companies Act- . 

at least as far as the Insurance Act dors 

matter. 
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(2) Re ; Sec. 8 

Prohibition of trading is a salutary provision, but 
the services that a banker may render in promoting 
business connections in the developing economy of the 
country receive a serious check in the prohibition of 
its acting as an agent in buying and selling goods. 
The words “ or buy or sell or barter goods or articles 
of merchandise for others ” as contained in the first 
para of Sec. 8 should therefore be omitted. 

(3) Re ; Sec. 9 

In the absence of any word or words implying 
permission to deal in goods and undertake business 
other than that contemplated in Sec. (6) the terms 
of this section may be construed in a manner contrary 
to the purpose of the section. It is suggested, there¬ 
fore, that either the words " subject to the provisions 
of Sec. 9’* should be suitably introduced in Section 
(6) and (8) or the words "notwithstanding anything 
contained in Sections (6) and (8) ” should be in¬ 
serted in Sec. t9). 

< 4 ) Re ; Sec. 10 

This sectim presupposes a stage of banking 
development that has been reached in more advanced 
countries. In the early periods of banking growth 
men with first-class merits cannot be attracted by the 
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remunerations that banks of present dimensions in 
India can offer with their slender or at the most mo¬ 
derate resources. Really able and honest men will 
agree to work on small incomes in the beginning only 
if they are assured oi rising incomes with increasing 
profits of the concern they serve. Such rising in¬ 
comes cannot, in the existing state ot things, 
related to periodical increments, but can only depend 
on growth of business. The Association is of opinion 
that this provision will tend to defeat the \ei> P lu 
pose which it seeks to achieve. Safeguards against 
speculative business should be more direct and take 
the form of control and regulation of business. 

Without detriment to the above opinion the 

Association also maintains that the woids cn 'l ^ 
and "commission - should, he so qualified as not 
prevent a bank from paying commission to an ->gc 

who may undertake to secure deposits, sell shares, 
introduce or organise business. 

(5) Re : Sec. 11 

This section constitutes a big jump from the 
position taken up by the Indian Banking hn.pmy 
Committee. Rightly or wrongly, many banks ■ 
fall far short of these standards have been > ■» * 
into existence. These banks togetliei ia\c >- 
a sizable amount of deposits. Compulsory "l’ n< - 
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t.ion for failure to reach up to the new standards will 
result in loss and depreciation of their assets leading 
to unnecessary injury to the very depositors whose 
interests the present bill avows to protect. The 
adequacy of capital structure, further, is not capable 
of rigidly quantitative measurement in the existing 

formative state of Indian Banking. 

This Association holds that the purpose of this 
section will be fully and adequately served if a gra¬ 
duated rise in share-capital in proportion to the 
volume and extent of business of a banking company 
is provided for. Such provision will, in fact, re¬ 
present a direct and more effective furtherance of the 
purpose involved in the principle based on population 
and locality. 

The Association suggests, therefore, that no 
banking company should be allowed to commence 
business unless it. has. and no banking company in 
existence on the 1st day of January, 1945, should be 
allowed to continue business unless it has, within two 
years from the commencement of the Act, a paid-up 
share capital which is at least equal to a figure 
obtained bv multiplying Rs. 10,000j- by its number of 
branches, or one-tenth of its total deposits (which¬ 
ever is greater) subject to a minimum of Rs. 1 lac, 
provided that no banking company should be required 
+ o have a paid-up capital of more than Rs. 20 lacs. 
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It seems incongruous that a hanking coinpan) 
allowed to have a place of business outside ^ ^ 
out reaching the maximum standawl if = 

country in “which it operates does not lay down such 

standards, and that a banking company bar - 

principal place of business outside India need 

reach the maximum figure of k*. - u ,acs - 

It also appears to the Association that the words 
place” occurring in sub-clause 11 <a) of "b *-'■ 

( i I tid the worck •' each place” occurring hi suh ; 
clause ii (c) arc capable of differing mterpieta n.n . 

It should be made clearer that these sub-i 
mit a bank to Have more than one branch > a 
or City if the bank acquires the amounts of paid .q 
capital as stated in the respective clauses. 

The Association finally ,s of opinion t a _ 
provisions of sub-sec. (3) should apply to a 1 a 
whether incorporated before or after 15th Jan 

(6) Re; Secs. 14 and IS 

The Association suggests that balances ob¬ 
tained with Scheduled banks by non-sched ile1 • 

on current Account should be regarded as 1. 
the purposes of these sections. 

( 7 ) Re ; Sec. 19 ....... r disagreement 

Tn order to obviate possibilities 


t 
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between the Reserve Bank authorities and the 
Management of a bank it should be negatively stated 
as to what shall not be regarded as assets. 

(8) Re ; Sec. 22 

It should be specifically stated that notwith¬ 
standing anything contained in the Indian Companies 
Act all provisions regarding ‘ Balance Sheet ’ and 
‘ Profit, and Loss Account ’ as contained in that Act 
shall be deemed, in the case of a banking company, to 
refer to a balance sheet and a profit and loss account 
prepared in the forms required under this Act. 

(9) Re ; Sec. 25 

This Section may be omitted if the suggestion 
put forward regarding amendment of Sec. 22 is 
accepted. 

i 10) Re ; Secs. 29 and 31 

It appears that the Court is allowed no discre¬ 
tion. but is required only to record in a formal order 

the decision already arrived at bv the Reserve Bank. 

• * 

In order that there may be no unhealthy mixing up 
of judicial ard executive functions it is suggested 
that an independent Body be formed consisting of a 
representative of banks, a representative of Reserve 
Bank, a person appointed by the Central Govt, to re- 
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present the interests of depositors -dj“ sSl ^ 
of H igh c °urt This Uo<ly ^u ^ ^ ^ Court 

foTthe rrr» P ®f». « • 

connection it is urged that a ' ; ac tions 

protection against fr.votous and harassing 

often instituted m Courts of law by 1 ^ suggcst - 

'77 7 ».. 

ed, therefore, that this , action 

nrent of the existing law and f P^'« " 

can be started in am Cou n > vv c pro- 

company unless authorised by the Body 

posed to be created. 

(11) Re ; Balance Sheet 

The Association notes that "' "J’ ^ \ ; . 

(vii) Of particulars under the hew • ha .„. 

Cash Credits, and overdrafts • . lc „l .- 

of the Balance Sheet introduces , , Hic i. ;1 

needs to he borne in mind that In a l * 

• yet received sufficient instruction m * ^ , , . fi ,. 

and practices to he able propc > a 

of these particulars. It ' 

bank in order to maintain satislac 

affairs of a company to " M ' ; 1 ^ 

stipulates that a Director of . ...... 

Director of the borrowing company. 


.Hid 
■ res, 
side 

It 
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1 ; ds 

:i 
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likelihood that a specific mention of these particulars 
will lead the uninstructed public to suspect mischief, 
and unnecessarily harass the management in its con¬ 
duct of the business of the bank on lines, otherwise 
* perfectly sound, but brought into ugly relief in the 
balance sheet. 

The Association suggests, therefore, that instead 
of these particulars being required to be disclosed m 
the balance sheet the return to be prescribed under 
Sec. 19 (2) should be made to include these parti¬ 
culars. The Reserve Bank may be placed in posses¬ 
sion of all particulars regarding assets and liabilities 
of a hanking company and trusted to determine as to 
whether the interests of the depositors are in safe 
hands or not. A banking company should not be left 
to toss in the scale of inexpert judgment of the lay 
public. 

Subject, to the observations above made the 
Association accords its whole-hearted support to the 
present, move for consolidating and extending the 
scope of law relating to Banks carrying on business in 
British Tndia. 



